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Taxation Section 
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CoMMONWEALTH INCOME TAX 
RATES FOR FINANCIAL YEAR 1938-39 


As announced in the Commonwealth Treasurer’s Budget Speech 
of September 21, the Commonwealth Income Tax Act No. 39 of 
1938, which applies to the financial year ended June 30, 1939, in 
respect of income derived during income year ended June 30, 1938 
(or substituted accounting period), provides for an increase of 
15% in the rates of tax payable by companies and individuals. The 
new rates are, therefore, as follow: 


Individuals 


N.B.—For purposes of these schedules, T = taxable income in 
pounds. 


Personal exertion income 
If the taxable income does not exceed £6,900— 


a re 
( 3 + a) pence in £ 


If the taxable income exceeds £6,900, the rate on 
the first £6,900 is 40-5784 pence per £ 
And the rate on the balance 79:1775 pence per £ 


Property Income 
If the taxable income does not exceed £500— 
103-5 T : 
00 3+ i00 ) pence in £ 
If the taxable income exceeds £500, but not £1,500— 
as i (1 re T xX 14 


pence in £ 


1000 
If the taxable Mee exceeds £1,500 but not £3,700— 


103-5 TX 


23 
00 43+ 3000 pence per £ 
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If the taxable income exceeds £3,700, the rate on the first £3,709 
is 48-955 pence per é, 
And the rate on the balance is 93:15 pence per £ 


Interest on Commonwealth Bonds and Stock 


Under the provisions of the Commonwealth Debt Conversion 
Act, 1931, the rate of tax payable in respect of interest on Common- 
wealth Government Loans shall not exceed that operating for the 
year 1929-1930. 

Companies 


Rate of tax: 13-8 pence in the £. 
Interest paid to non-residents (Secs. 125-128), 13-8 pence in 


the £. 
The following comparative statement of Commonwealth Income 


Tax payable under the old and new rates of tax has been kindly 
supplied by Mr. John M. White, Secretary to the Taxpayers’ 
Association of New South Wales. 


A: Salary Earner (without dependants) 


Income. 
| SES eae 
BE os ss eee, kaon te 
B: Investor (e.g., rents or interest) 


COWoOCAWON 


wonOooC CoN 


1259 


C: Company Profits 


£57 
115 
172 
230 
287 


ooooo 
ooococo 





PAYMENTS MADE BY COMPANY IN COMPROMISE OF ACTIONS 
By DIRECTORS 


One of the directors of a private company brought an action 
against the company and his fellow-directors, claiming that he had 
never ceased to be a director, and certain other reliefs consequent 
thereon. In consequence of certain statements made by the plain- 
tiff in that action, the fellow-directors commenced proceedings for 
alleged slander. Later, both these proceedings were compromised, 
and in connection with the compromise the company paid (i) 
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£7,500 to one of the fellow-directors to induce him to discontinue 
the slander action, (ii) £62/10/- towards the plaintiff’s costs, and 
(ii) £53/10/-, the company’s costs of the deed of compromise. 
Held that these sums were wholly and exclusively laid out or ex- 
pended for the purpose of the company’s trade within the meaning 
of the English Act. (G. Scammell & Nephew Lid. v. Rowles 
[1938], 3 All E.R. 577). 





FEDERAL EstaTE Duty 


Duty Payable on Part of Estate Outside Australia 


Section 8 (3) of the Commonwealth Estate Duty Assessment 
Act, 1914-1928, provides that the estate of a deceased person who 
is domiciled in Australia shall include his personal property wher- 
ever situate. 

Section 8 (7) of the same Act states: 

“When any duty is lawfully paid in any place outside Australia 
in respect of any part of the estate situate outside Australia there 
shall be deducted from the total duty to which the estate is liable 
under this Act the lesser of the following sums: 

(a) the amount of duty so paid in the place outside Australia ; 

or 

(b) the duty which is payable under this Act in respect of that 

part of the estate.” 

The late Mr. M. S. Foley, who was at the time of his death 
domiciled in Australia, owned both real and personal property in 
Australia, and personal property in England, and he owed debts 
to persons in Australia and in England, viz.: 


Gross value of estate— 
Assets situated in Australia .. . . £72,134 
Assets situated in England, £29, 508 
13/11 (English sages Aus- 
tralian currency .. .. . .- 36,886 


£109,020 


Allowable deductions— 
Debts owing in Australia .. . 27,818 
Debts owing in England, £584/14/9 
(English currency). Australian cur- 
ET Aik ted 40. A W600 0k Oe 40 731 


28,549 
£80,471 


An amount equivalent to £3,605, Australian currency, was paid 
as English Estate Duty. 
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Federal Estate Duty was assessed as follows: 
Duty at the rate of 15 per cent. upon £80,471 £12,070 13 9 
Less rebate to comply with S. 8 (6) of the Act 
in respect of so much of the estate as passed 
to the widow or children or grandchildren 
On SEE ig aq Ser Ska we ah 3,898 13 0 


£8,172 0 0 
Less deduction under Sec. 8 (7) of the Act . 2,764 18 6 


£5,407 1 6 


The deduction under S. 8 (7) of £2,764/18/6 was that propor- 
tion of the total Federal Estate Duty which the value of the English 
assets, after deduction of a proportion of all the debts, bore to the 
net value of the whole estate: 

Australian English Total 

Assets. Assets. Assets. 
Gross value of estate . £72,134 £36,886 £109,020 
Total debts... .. .. (1) 18,890 (2) 9,659 28,549 


Net value of estate .. £53,244 £27,227 £80,471 


£72,134 
(1) £109,020 
£36,886 
(2) £109,020 


On the above basis, the deduction under S. 8 (7) was calcu- 
lated as follows: 
27,227 - 
80471 of £8,172 = £2,764/18/6 (approx.). 
The same result can be more simply achieved by apportioning the 
Federal Estate Duty on the basis of the gross value of the assets: 


36,886 (English) » 
109,020 (Total) of £8,172 = £2,764/18/6. 
The executors claimed that, for the purpose of calculating the 
deduction under S. 8 (7), no deduction should have been made from 
the gross value of the English assets: 
36,886 a= 
80,471 of £8,172 = £3,745/17/-, 
or, alternatively, that if any deduction from the English assets had 
to be made, such deduction should not have exceeded the amount 
of the English debts: 
36,886 — 731 o- 
~"30,471 of £8,172 = £3,671/12/4. 
The High Court held that the method adopted by the Commis- 
sioner in his assessment was correct: Perpetual Trustee Co. (Ltd.) 
and Another v. F.C. of T. (1938), 59 C.L.R. 611. 

















of £28,549. 


of £28,549. 
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PRIORITY OF CROWN FOR TAXES IN WINDING-UP 
oF CoMPANY 


This subject was dealt with in the February, 1938, issue of the 
Journal, at pp. 31-37. It will be remembered that the New South 
Wales Companies Act, 1936, gives only a limited priority in respect 
of income tax in the event of the winding-up of a company. The 
New South Wales Commissioner of Taxation stated, however, that, 
in view of the express requirements of S. 264 of the New South 
Wales Income Tax (Management) Act, 1936, and in view also 
of the fact that it was assented to later than the Companies Act, 
1936, the liquidator was, in the Commissioner’s opinion, liable to 

y State and Special Income Tax of an amount not exceeding the 
value of the available assets in his hands at the date of liquidation, 
irrespective of the number of years for which tax may be due. 

In consequence of these advices, the State Divisional Council of 
the Commonwealth Institute of Accountants made representations 
tothe Minister of Justice, recommending the desirability of amend- 
ing legislation so as to give full effect to the provisions of S. 297 
of the Companies Act. 

The Divisional Council has now received the following reply 
from the Premier of New South Wales: 

I refer to your letter dated 16th November last, addressed to my col- 
league, the Minister of Justice, concerning the conflict between Section 297 


of the Companies Act, 1936, and Section 264 of the Income Tax (Manage- 
ment) Act, 1936, in relation to priority of debts in the liquidation of com- 
panies. 

I now wish to inform you that the matter has received careful considera- 
tion, but it is regretted that the Government cannot see its way to alter the 
provisions of the Income Tax (Management) Act. 

In view, however, of the confusion that may result from the inconsistency 
referred to, and with the object of clarifying the position, arrangements have 
ben made to bring the Companies Act into line with the existing Income 
Tax Law. 





Taxation Question Box 
INITIAL FARMING EXPENDITURE 


Question: 
H.P.R. (Strathalbyn, S.A.), asks :— 


A school teacher decides to give up his profession and engage in 
farming. He buys a scrub block of approximately 400 acres, and 
while still practising as a teacher spends, during the first year, 
sy, £50 on clearing timber. During the second year, while simi- 
arly engaged in teaching, he spends another £50 on further clearing 
and burning, and, in addition, has the ground ploughed at a cost of 
£120. He does not crop in this year, although such a course would 
be quite practicable, but intends to crop the land next year. His 
oly income from the farm during this year is a small amount of 
wood sold, and he also has wood on hand worth about £10. For 
Federal purposes, it is quite clear that the abovementioned expenses 
ae deductible. The State Act, however, has no corresponding 
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section re clearing, etc. The State section dealing with expense 
reads: “Losses and outgoings to the extent to which they are in. 
curred in gaining or producing the assessable income or are reason- 
ably incurred in carrying on the business for the purpose of gaining 
or producing such income . . . . except to the extent to which they 
are losses or outgoings of capital or of a capital nature. . . .” 

Do you think that the deduction for ploughing (which is re. 
garded as one cultivation in the process of fallowing in preparation 
for next season’s crop) would be classed as capital or revenue 
expenditure? Are there any decisions affecting this class of 
deduction ? 


Answer : 

Commonwealth Act.—Section 75 permits a deduction of expendi- 
ture incurred in ring-barking timber, suckering, eradicating seed- 
lings, destruction of noxious plants and weeds, destruction of 
rabbits and other noxious animals, preparation of land for agricul. 
ture, ploughing and grassing grazing land, draining of swamps, 
etc. This is so whether the expenditure is of a capital or an income 
nature, and the items referred to in the question are clearly 
deductible for Commonwealth purposes. 

South Australia.—There is no section of the South Australian 
Act corresponding to S. 75 of the Commonwealth Act. The tax- 
payer must, therefore, rely on the general provisions of S. 63, 
which reads: 

“(1) All losses and outgoings to the extent io which they are 
incurred in gaining or producing the assessable income, or are 
reasonably incurred in carrying on a business for the purpose of 
gaining or producing such income, shall be allowable deductions 
except to the extent to which they are losses or outgoings of capital, 
or of a capital, private or domestic nature, or are incurred in relation 
to the gaining or production of exempt income. 

“(2) Expenditure incurred or deemed to have been incurred, in 
the purchase of stock used by the taxpayer as trading stock, shall 
be deemed not to be an outgoing of capital or of a capital nature.” 

I am of opinion that the initial expenditure on clearing timber 
and ploughing is of a capital nature, and, in the absence of a specific 
allowance, is not deductible. 

The initial expenditure incurred in converting virgin country into 
a farm brings into existence an asset for the enduring benefit of the 
business. On the other hand, expenditure of a recurring nature 
incurred after the initial clearing and ploughing, i.e., in preserving 
the asset so created, e.g., suckering, is deductible, even though the 
land has not yet reached the producing stage. For example, 4 
rubber company, of whose estate only a portion was as yet produc- 
ing rubber, claimed to deduct the expenses incurred annually in 
weeding, watching, etc., those portions of the estate where the trees 
had not yet reached the rubber-bearing age. Held, that the ex: 
penses were deductible, and that the fact that they were incurred 
to earn profits in future years, and were not referable to profits 
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earned in the year in which they were incurred, did not prevent 
them from being proper deductions, and that, as they were annually 
recurring expenses, they were prima facie not capital expenditure, 
but income expenditure (Vallambrosa Rubber Co. v. Farmer 
(1910), 5 Tax. Cas. 529). 

The above decision refers to “annually recurring expenses,” but 
expenditure can be of an income nature, even though it is not 
actually incurred year by year. In Ounsworth v. Vickers (1915), 
6 Tax. Cas. 671, expenditure incurred by a shipbuilding firm in 
deepening a channel and creating a deep-water berth, was held to be 
in the nature of capital expenditure, but in the course of his 
judgment, Rowlatt J. said, at p. 675: “. .. . Assuming that dredg- 
ing a channel is income expenditure if you keep on dredging it 
continuously every year, it is none the less income expenditure, 
because the dredging was not done for a year or two because it was 
not worth while to do so, and was only done when matters became 
serious enough, say, in three years. That does not prevent it being 
income expenditure, because the mischief has been growing all 
the time, and theoretically you ought to have been keeping it down 
contemporaneously with its growth.” 


Watk-In, WaLK-Out SALES 
Question: 

J.A.L.P. (Blackall, Queensland), asks :— 

A client of mine recently sold his property on a “Walk-in, 
Walk-out” basis. The property sold comprised two Crown Leases, 
Improvements and Livestock. Included in the livestock were 4,708 
breeding ewes. Would the portion of the proceeds of the sale repre- 
senting the sale price of the ewes be taken into account in com- 
puting the taxable income of my client? Section 36 of the Com- 
monwealth Income Tax Assessment Act deals with the selling of 
a business, including breeding stock, but I can find no reference to 
such sales in the Queensland Act. Before the new Acts came into 
operation the Court gave several rulings on this particular subject, 
but I cannot decide what the position is now. Your opinion, there- 
fore, will be very much appreciated. 


Answer : 

Commonwealth Act.—That portion of the proceeds of the sale 
representing the 4,708 breeding ewes is required by S. 36 (1) to be 
included in the vendor’s assessable income, except to the extent 
that the breeding ewes were natural increase bred by the vendor 
which were on hand on July 1, 1935 (or the beginning of the sub- 
stituted accounting period), S. 36 (2). 

Queensland.—Section 26 of the Queensland Act does not con- 
tain any provision corresponding to S. 36 (2) of the Commonwealth 
Act, so that that portion of the proceeds representing the breed- 
ing ewes must be included in the vendor’s assessable income, with- 
out any exception. 
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MEANING OF “ORDINARILY RESIDES” 
Question: 

L.B. (Melbourne) asks :— 

What is the difference between “resident,” as defined by S.4 of 
the Victorian Income Tax (Assessment) Act, and “ordinarily 
resides,” appearing in S. 17 (1) (n) of that Act? 

Answer : 

In Halsbury’s Laws of England, 2nd Ed., Vol. 17, it is said at 
p. 377, “ ‘ordinarily resident’ connotes some habit of life, and is 
to be contrasted with extraordinary, occasional, or temporary resi- 
dence.” The duration of residence does not determine the ques- 
tion, e.g., in Levene v. I.R. Comrs. (1928), 13 Tax Cas. 486, the 
applicant, a British subject, was held to be ordinarily resident in the 
United Kingdom. His periods of residence were: 1920-21, 19 
weeks ; 1921-22, 21 weeks; 1922-23, 20 weeks ; 1923-24, 20 weeks; 
1924-25, 22 weeks. And see Baldwin and Gunn’s Income Tax 
Laws of Australia, par. [417]. 


Those Collection Letters 


A N.S.W. correspondent, who signs himself “Just an ordinary 
credit man,” has written as follows: 

It is not my wish to appear too sceptical of statements made in 
any article published in our journal, but even after several readings, 
I simply cannot accept at face value the figures quoted by Mr. 
Hickin in his article on credit collection letters. 

I wonder if Mr. Hickin is really serious when he says that bad 
debts in his business over the past six years have been less than 
2/- in every £300. Assuming a credit turnover of £30,000 pa. 
this would mean a loss of less than £10 each year. What a business! 
What debtors! They would indeed be the salt of the earth. 

Pity, however, the poor, misguided accountant who has set up 
in Mr. Hickin’s town as a trustee in bankruptcy or a farmers’ 
debts adjuster or supervisor. He must surely be headed for the 
breadline. 

Now, may I in turn quote some other figures. Mr. H. Casson, 
author of those well-known “efficiency” magazines, mentions ‘25% 
bad debts to turnover as an objective to be aimed for under well- 
organised credit. Mr. Hickin has his accounts’ control nearly eight 
times more efficient than the expert. 

Here are some more, being part of an analysis and test made by 
one of the largest institutions in the world and covering hundreds 
of thousands of accounts: 

An account past due Diminished in value 
90 days .............. 10% or 2/-intheZ£ 
Sf Perera a | oe 
ae Si: eh. Dn eg Sb ck ee. ae 
P56 ew: eee ew ee ne: oc 
a lll 





Aust: 
£80,0 
by a 
about 
most 
centa; 


aspect 
figure: 
scatter 
fire- a 
Furth 
about 

of fute 
only r 
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I give these figures—I know their source and that they are 
authoritative—and yet Mr. Hickin says that although his accounts 
are on occasions allowed to run on over a period of several months 
they have never, over a period of six years, depreciated more than 
2/- in £300. 

If Mr. Hickin operates in the city may I advise him never to 
come to the country—the shock may unnerve him; and if he does 
operate in the country I can only conclude that drought and fire 
and tempest have not only given his district a complete miss but it 
has been paid fourfold in prosperity as a bonus as well. 

To which Mr. Hickin replies: 

I have read with very great interest the criticism of my article 
on “Collection Letters,” written by your correspondent. 

First of all, I should like to set his doubts at rest. The figures 
quoted in the article are quite authentic, and represent the actual 
results over a period of six years or so, in a business with an 
Australian-wide range, and an annual turnover of something like 
£80,000 or more. During this period the bad debts, supervised 
by a competent firm of auditors, did not exceed, on an average, 
about £25 annually. Even in the depression years, when no doubt 
most companies were writing off substantial amounts, the per- 
centage of loss was not in excess of the rate quoted. 

I am quite ready to acknowledge that the figures may appear 
somewhat startling, and can sympathise with those unfortunate 
members of the profession mentioned by your correspondent, who 
must surely have been reduced to penury had all their clients been 
of the standard of my company, as far as debt collections were 
concerned. This, however, was not so, and so far as I am aware 
none of the agencies and firms specialising in debt collection have 
gone out of business during the last few years. 

It must not be overlooked that the standards set by the experts are 
purely generalisations, which are notoriously unreliable. No doubt 
the rates given by Mr. Casson may be regarded as satisfactory 
under most conditions, but fortunately our debtors were unaware 
of these and paid their accounts cheerfully (or at any rate they did 
pay them !). 

A further feature of competent supervision of accounts is care 
in selecting those to whom credit is allowed, and no doubt this 
aspect of the matter had some influence on our phenomenally low 
figures. But the accounts covered a very wide range of businesses, 
scattered over every part of the country, including the drought-, 
fire- and tempest-infected areas mentioned by your correspondent. 
Further, a recent survey of the amounts owing at present, totalling 
about £20,000, did not in any way lead to a less optimistic estimate 
of future losses by bad debts. So that, all things considered, I can 
only reaffirm the figures given in my article. 
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Boiler and Engineer Shop Costing 


By F. J. TuLLocg, a.c.a.a. 


The purpose of this article is to describe a costing system 
applicable to boiler and engineer shops. 

A description such as this must necessarily be confined to broad 
principles, adjustments being essential so that it may be adapted 
to a particular shop or shops. 

Boiler and engineer shops produce a multiplicity of products, 
particularly the former trade, where the manufacture and repair 
of boilers form only a portion of its activities, whilst the con- 
struction of bridges, verandahs and structural work generally is 
also carried out. 

Usually a works of this description consists of a_ boiler, 
engineer and pattern shop and a foundry, each independently 
producing some unit, which later will be assembled into the com- 
pleted article. The probabilities are that no two jobs undertaken 
are similar in character or construction. 

It is suggested that, owing to this dissimilarity, the system most 
suitable for these works is job costing, enabling one to ascertain 
not only the completed cost of the article, but also its cost at 
each stage of its production. 

To secure this, it is necessary to compute and assemble the 
three elements or components of costs, namely: 


1. Direct Labour Cost. 
2. Direct Material Cost. 
3. Manufacturing Expense. 


The first step is to departmentalise the works, so that the costs 
of each department are kept separately. The principal factor 
governing this is the grouping of individual trades into a cost 
centre or department, but it should be borne in mind that, prim- 
arily, efficient plant operation must not be interfered with. 

In the class of works with which we are dealing there is 
usually a boiler yard and boiler shop, the former for manual 
labour and the latter containing the following machines: Rollers, 
shears, punch and drilling. The engineer’s shop consists of lathe, 
milling, radial drill, planing and slotting machines, all being as a 
rule electrically impelled. As hand work and machine work 
involve such dissimilar costs per unit, they should be placed in 
separate cost centres. 

As far as practicable machines differing in size, cost and power 
consumption should be grouped according to these factors. In 
industries where machines are extensivly used departments aré 
created in order to apply more accurately the Manufacturing 
Expense. 





Hue Print No 
Quantity. 





Cost per 
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The following are the Departments or Cost Centres 


suggested :— 
1. Boiler Yard. 
Boiler Shop. 
. Engineer’s Shop. 
. Pattern Shop. 
. Foundry Moulders. 
. Foundry Coremakers. 
. Foundry Dressing. 
Foundry Cupola. 
The classifying of Expense items of these Departments will 
be dealt with later. 
The Costs Office should be centrally situated, ensuring easy 
access to all Departments. 


PRODUCTION ORDER JOB _ N° 
Date issued 
To _be finished 
Oate finished 











To Depts 
Hue Print No. 


Quantity. 

















Description of Work 














Material Amount ler E neers F 
Description & 3s d!/ Hours . £6 Hours & s a] Hours & ae 


Summary 


{ek por Unit — Labor 
—— Expense 


Material 


Figure 1—Production Order. 


Production Orders 


For the purpose of recording and compiling the progressive 
cost of each job and eventually computing the completed cost, 
a form known as a Production Order (Figure 1) should be used, 
the procedure being that, as the orders are issued from the 
estimating or planning department, a number is allotted, and on 
receipt of the copy of the order at the Costs Office, the Clerk 
fills in the necessary information on the Production Order: space 
is provided on the form for Routing, i.e., stating the depart- 
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ments which are to work on the Job, Blue Print number, quantity, 
description of Job and the essential dates. On the completion 
of this the form is filed on the Work in Progress file. Each 
Foreman whose shop is routed also receives a copy of the order 
and sees that all labour and material used on the Job is charged 
to the number shown. 

The reservation of a block of numbers for jobs should allow 
for a sufficiently wide range commensurate with the productivity 
of the works. It is not desirable that numbers be repeated too 
frequently, as future reference to a Job would be made on these 
numbers, and duplication in a short period would cause confusion. 

Similarly a separate series should be created for Plant Jobs, 
thus obviating the possibility of any Job being undertaken with- 
out authority. 

As already pointed out, this order would be the means of all 
future reference to Jobs: columns are therefore provided to show 
each centre’s labour cost separately. 

On the completion of the Job, the departmental totals are 
transferred to the summary, to which is added the Material Cost 
and Manufacturing Expense, thus giving the Production Cost of 
the Job. : 


Weekly Time Card. 





Week ending 





Employee’s Name No. 





Date | Job Description 


























Overtime. 





Foreman. 





Figure 2—Weekly Time Card. 
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Labour Costs 


The method of recording and checking attendances is either by 
Bundy Clocks or Tokens. The majority of works favour the 
former method. It is the function of the Timekeeping Depart- 
ment to control this and to see that employees’ payments are 
calculated from the records of the clock cards. Each employee 
is given a number for clocking on and off and it is preferable 
that the same number be used for his Time Cards (Figure 2), the 
use of which is self-explanatory. 

The introduction of Time Cards presents two questions, firstly, 
what period the cards will cover? Secondly, who will record the 
necessary information on them? ‘Taking into consideration the 
class of product made, a weekly card would suffice and with 
regard to the second question, it is suggested that the foreman 
be made responsible, for the following reasons: 

1. No interference with production. 

2. Relieving the employee of clerical duties. 
3. Eliminating the possibility of errors. 

4. Ensuring closer supervision. 


Notations would be made of late arrivals and early departures, 
whilst special space is provided to detail any overtime worked. 

At the close of the pay period the foreman of each centre 
initials all cards and returns them to the Cost Office after entering 
the closing time for the Job in hand. The Costs Office computes 
the time spent on each Job at the hourly rate of the employee 
and a total of each of the cards is obtained. The cards being 
in Departmental batches, a further total is made of the wages 
of each Department and is forwarded to the Accountant, thus 
supplying not only an independent check on the Timekeeper’s 
calculations but also proving the accuracy of the Costs Office 
computation. 

The pay roll would be in Departmental sections providing the 
check described in the previous paragraph. 

On obtaining proof of the accuracy of the Time Cards 
extensions, the posting of the debits to the Production Orders 
is the next step. A summary is then made of the Direct Hours 
of each centre and recorded in a book prepared for this purpose, 
showing the Department, date and total production hours for the 
period. 

The foregoing completes the posting of the Production Orders 
and Direct Hours. To complete the posting there is still the 
Manufacturing Expense item or the Indirect Hours portion to be 
recorded. In each Department there are charges for Supervision, 
Repairs to Tools, Labouring, Cleaning up Shops, Cleaning 
Machines, etc., etc., entries for which appear on the Time Cards. 

It would be advisable that a list of these classifications be prepared 
and given to each foreman with the charges of an indirect nature 
applicable to his centre, using standard terms so that there would 
be unanimity by all having occasion to use them. For each of 
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the charges the Costs Office prepares a Manufacturing Expense 
Card (Figure 3), these being filed departmentally. On these is 
posted the date, amount of labour or material as the case may be. 
The third column represents a progressive total of costs of the 
item. The posting of these completes the records obtained from 
the Time Cards. Totals of the Direct and Indirect portions of 
the wages disbursement are obtained and the appropriate entries 
made to the Control Accounts. 


Manufacturing Expense —_—_ Department 
Charge 








Material Material 
. . 
} 


ee oe 

















—}——$}_4—____} 4 





= 
| 

















Figure 3—Manufacturing Expense Card. 


Material Costs 


It is essential that a suitable store be provided, adequately 
supplied with racks and bins for storing the various classes of 
materials. Careful consideration should be given to location so 
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Figure 4—Stock Record. 
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that each Department is close to it. It must be under the control 
of a competent Storekeeper, responsible for receipt and issue 
of all stores and maintenance of ample supplies. 

For each item of stock there should be attached to the bin or 
rack a Stock Record card (Figure 4) showing the opening stock, 
quantities received, issued and the balance on hand. 

These cards also provide details of the maximum stock of each 
particular item to be carried and the minimum quantity that 
should be on hand. The placing of these records on each card 
forms a very valuable assistance to the Storekeeper, who is not 
only kept in constant touch with the progressive stock of the 
item concerned, but at the same time has the information when 
his stock of that item has fallen to the level requiring further 
supplies, thus eliminating a possibility of a hold up in production. 


_Material Requisition No 
Storekeeper. 


Please supply the following 





























_Recewed the above 





Figure 5—Material Requisition. 


No issue of stock should be made without a Requisition Form 
(Figure 5). These forms are made up in books of say 100 forms, 
in duplicate, consecutively numbered. Certain responsible 
employees are authorised to sign them, and in no circumstances 
should material be released from the store without the completed 
requisition. 

It is also the duty of the Storekeeper to order all goods required 
in the Works, this being done by means of an Order Book which 
is in duplicate. Each day these would be prepared from infor- 
mation secured from the Stock Record cards. On completing 
these the book is passed on to a responsible authority for signature 
and despatch to the supplier. 

The Storekeeper would check with the delivery docket all 
goods coming to hand to see that the quantity, brand and condi- 
tion are as ordered. The goods are then placed in their appropriate 
places, and the necessary entries made in the Received column of 
the Stock card. 

The invoices are passed over to the Accounting Department, 
where they are checked with the duplicate copy in the Order Book. 
The extensions are also checked and discounts deducted; each 
invoice is then endorsed by the persons making the check of the cor- 
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rectness of the computations. They are then passed over to the 
Storekeeper, who calculates the unit price and makes the necessary 
entries in the Stores Ledger. 


Issue of Material 


The presentation of a Requisition Form is the authority to deliver 
the goods. The employee receiving the goods signs in the space 
for that purpose. Entries are made on the stock Record Card, 
and also in the Stores Ledger, of the delivery. On the Requisition 
the unit price and total value of the article are recorded, and it is 
then passed on to the Costs Office for debiting to the charge 
concerned. 


Credits 
In instances where material has been ordered in excess of 
requirements, the surplus is returned to the store, and the Costs 


Office is apprised by a Credit Note, so that the overcharge will be 
correctly dealt with. 


Metal Costs 


The melting of metal takes place in a vertical cylinder called a 
Cupola. A special department is created for this phase of the work, 
in order to obtain the cost of the melted metal. 

It is practically impossible to requisition exactly the quantities of 


coke and fluxes needed for each heat or melt, therefore the Store- 
keeper would arrange that the delivery of these be made direct 
to the Cupola Department, obtaining from the Foreman a Requisi- 
tion to cover the delivery and so clear his ledger. 

As material is used, a record of the quantities is made on the 
Cupola Report (Figure 6). The Costs Office debits the quantity 
to the Cupola from the Requisition, and the credit is obtained from 
the Cupola Report, thus controlling the stocks of the department. 
The control is supplemented by analyses made from the reports of 
the ratio of coke used to metal melted, the standard being approxi- 
mately one part of coke to ten parts of metal. The calculating of 
the price per ton of metal would immediately disclose any altera- 
tion in the method of melting or the mixtures used. 

To arrive at the cost of the metal, the material put into the 
Cupola is extended, and to this is added the direct labour and 
manufacturing expense. From the total is deducted the cost of 
surplus metal, and the net total is divided by the dressed weight of 
the castings obtained. 

The charging of the castings to the job for which they are required 
is gross weight, i.e., as they come from the moulding boxes with 
the runners and risers attached, at the rate per cwt. obtained as set 
out in the preceding paragraph. From this is deducted the value of 
the surplus metal at scrap rates. 

For some jobs, special parts not kept in stock are required, which 
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Figure 6—Cupola Report. 
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necessitates an order being prepared in the Order Book, on which 
is quoted the number of the job for which it is being used. Qh 
the arrival of the goods, the Storekeeper notifies the Foreman, who 
supplies a Requisition for its release from the stores stock. 

Similarly, on certain orders, machining is necessary for which the 
works have not the necessary facilities. A Requisition is made out 
for this work by the Foreman, and an Order put into operation 
The Requisition is held by the Storekeeper until the arrival of the 
part back into the store, when the charge is made on the Requisition, 
and thus goes through the normal course to the Costs Office. 

Accounts termed respectively Miscellaneous and Machining 
could be kept in the Stores Ledger for recording entries as outlined 
above. 

The posting of the Weekly Time Cards and Material Requisitions 
have debited to the appropriate jobs and manufacturing expense 
items the charges incurred by them, but in order to finalise a Pro- 
duction Order the third component of cost—manufacturing expense 
has to be applied. 

Throughout the article the term “Manufacturing Expense” has 
been used to denote those charges consisting of labour, material and 
other expenses which it is impossible to charge to the jobs direct, 
This term has been chosen in preference to burden, oncost, over- 
head, etc., etc. 

Many methods are suggested for the application of these charges, 
but again the type of industry has a distinct bearing on the method 
selected. It is the intention to utilise that known as the Direct 
Labour Hour Base in this instance, for the reason that it is incurred 
as a function of time. 

In every industry there are busy periods and slack periods, 
and to charge the total expenses incurred to the period in which 
it is made would greatly burden and distort Production Costs. It 
is, therefore, necessary to apply it to production at a normal rate 
over a period sufficiently long to include a complete cycle of these 
fluctuations. In this case thirteen four-weekly periods would be 
the base, thus covering the calendar year. 

An exception to this is the case of a thorough overhaul of a 
machine involving a heavy outlay of money. The absorption of 
this cost would be based on the period before a similar overhaul 
would be necessary. 

The fact that all jobs for the plant are numbered compels the 
cost of their manufacture being debited to the centre the job was 
used in. 

The apportionment of charges such as power, water, fuel, light, 
insurance, rent, salaries, Storekeeper’s salary, etc., etc., requires 
close study to ascertain the percentage to be raised to the work- 
shops. Further analysis of this would be necessary to allocate 
to each department its portion. The nature of the charge itself 
controls the method of distribution, as the following examples will 
show : 
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Charge. Method of Apportionment. 


eee H.P. Hours. 

vs se «4 The assessed quantity used in each Centre. 

Sa This could be accurately charged by the 
deliveries to the various Centres. 

are Candle-power of lights used. 

Insurance .. .. Value of risk covered in each Centre. 

a Area occupied by each Centre. 

BOE «a0 os Number of employees at each Centre. 

ND ss ee + Number of Requisitions handled for each 
Centre. 

To each Centre the debit is raised of the pre-determined four- 
weekly figure to the manufacturing expense item of the charge in 
each Centre. 

A Centre has been created for the Pattern Shop. As the greater 
portion of the work done by this shop is repairing existing patterns 
and alterations to facilitate the work of the moulders and core- 
makers, this will be an expense item to the foundry. 

Depreciation charges for each unit of the plant will also be 
included in the figure of the Centre in which the plant is situated. 


Calculating the Hourly Rate 


The inclusion of a department’s four-weekly total of direct hours 
and expense necessitates the exclusion of the earliest totals, so that 
there are thirteen periods of both the direct hours and expense. 
The value of the latter for the thirteen periods is divided by the 
former total of thirteen periods, e.g., the Boiler Shop total expense 
is £1,500, and its direct hours 20,000. 

1,500 x 20 30,000 
20,000 = 20,000 _ 1/6 per hour. 


Once a basis has been arrived at of a reasonable hourly rate, any 
fluctuation to a marked extent immediately compels a check to be 
made to locate the reason, thus automatically keep a check upon 
the foreman. 

The Costs Office on notification of the completion of the job 
extracts the Production Order from the Works in Progress file, 
and it is finalised by applying the hourly rate necessary and making 
the necessary entries to the appropriate Cost Control Accounts. 
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Company Law and Secretarial Practice Section 
Edited by J. S. McINNEs, F.1.C.A. 


REQUISITIONING A CoMPANY MEETING 
Section 114 of the English Companies Act, 1929: 


Convening of Extraordinary General Meeting on Requisition— 

(1) The directors of a company, notwithstanding anything in its articles, 
shall, on the requisition of members of the company holding at the date of 
the deposit of the requisition not less than one-tenth of such of the paid-up 
capital of the company as at the date of the deposit carries the right of voting 
at general meetings of the company, or, in the case of a company not having 
a share capital, members of the company representing not less than one-tenth 
of the total voting rights of all the members having at the said date ( Note 1) 
a right to vote at general meetings of the company, forthwith proceed duly to 
convene an extraordinary general meeting of the company. 

(2) The requisition must state the objects of the meeting, and must be 
signed by the requisitionists and deposited at the registered office of the com- 
pany, and may consist of several documents in like form, each signed by one 
or more requisitionists. 

(3) If the directors do not within 21 days from the date of the deposit of 
the requisition proceed duly to convene a meeting (Note 2), the requisitionists, 
or any of them representing more than one-half of the total voting rights of 
all of them, may themselves convene a meeting, but any meeting so convened 
shall not be held after the expiration of three months from the said date 
(Note 3). 

(4) A (Note 4) meeting convened under this section by the requisitionists 
shall be convened in the same manner, as nearly as possible, as that in which 
meetings are to be convened by directors. 

(5) Any reasonable expenses incurred by the requisitionists by reason of 
the failure of the directors duly to convene a meeting shall be repaid to the 
requisitionists by the company, and any sum so repaid sha’! be retained by the 
company out of any sums due or to become due from the company by way 
of fees or other remuneration in respect of their services to such of the 
directors as were in default. 

(6) For the purposes of this section, the directors shall, in the case of a 
meeting at which a resolution is to be proposed as a special resolution, be 
deemed not to have duly convened the meeting if they do not give such 
notice thereof as is required by Section 117 (Note 5) of this Act. 

Queensland, S. 124; South Australia, S. 133; New South Wales, S. 94. 

Note 1: “at the date of the deposit,” in New South Wales Act. 

Note 2: “to be held not more than 28 nor less than 7 days from the date of 
convening the same,” in South Australian Act. 

Note 3: “the date of the deposit,” in New South Wales Act. 

Note 4: “Any” in South Australian Act. 

Note 5: S. 127 in Queensland Act; S. 136 in South Australian Act; S. 97 
in New South Wales Act. 


Although the Companies Clauses Consolidation Act of 1845 pro- 
vided for the holding of a meeting of a company on requisition of 
the shareholders, it was not until 1900 that the right was extended 
by statute to companies in general. Prior to 1900 the right to 
requisition a meeting of a company incorporated under the 1862 Act 
depended solely upon the provisions of the Articles of Associa- 
tion of the company. Since 1900 the statutory right has been 
gradually extended, and the provisions of the 1929 Act set out 
above represent the present position of the statutory law. 
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The provisions of S. 114 apply to every company governed by 
the Companies Act, and override the provisions of the Articles of 
Association of any company to the contrary, for the section ex- 
pressly provides that it shall apply to a company “notwithstanding 
anything in its Articles.” The rights granted to members by 
the section cannot in any way be taken away or abridged by 
any provisions in the Articles of a company, but the provisions of 
the section can be, and sometimes are, enlarged or extended, e.g., 
by granting power to a smaller proportion than 10% to requisition 
a meeting ; as this is an additional power not inconsistent with the 
Act, it is effective. 

The wording of Subsection (1) is somewhat ambiguous. Does 
the phrase, “‘one-tenth of such of the paid-up capital of the com- 
pany” mean one-tenth of the capital paid-up on the fully paid-up 
shares, or one-tenth of the total capital paid up on all the shares in 
the company? The latter is generally assumed to be the meaning of 
the provision. And does the phrase capital which “carries the 
right of voting at general meetings” include shares entitling the 
holders to vote only at class meetings of the particular class, or 
does it mean shares carrying the right to vote at all general meet- 
ings of the company? The latter is generally assumed to be the 
meaning. Buckley (11th ed., p. 270) also queries whether, “in 
calculating the one-tenth, there should be taken into account shares 
which under the provisions of the company’s Articles temporarily 
confer no right of voting, e.g. (if Table A applies) shares upon 
which there are calls in arrear (Art. 57), or shares standing regis- 
tered in the name of a deceased member (Art. 22).” 

The words referring to voting rights “as at the date of the 
deposit” of the requisition refer to any voting disability attached to 
any shares or class of shares—the date of deposit of the requisition 
is the crucial date for ascertaining the voting rights of all the share- 
holders of the company and the voting rights of the requisitionists. 

It was decided in /talian Railway Construction v. Cooper (1904, 
S.J. 20) that the requisition can be made by one person holding the 
requisite amount of capital. 

In the case of joint holders, a requisition must be signed by all 
of them: Patent W’ood Keg Syndicate v. Pearse (1906), W.N. 
(Eng.) 164. In that case one only of two joint holders of 1,000 
shares had signed the requisition. Without the shares held by these 
joint holders, the requisition did not have the support of the neces- 
sary proportion of the issued capital, and the requisition was held to 
be invalid, Buckley J. deciding that the statute required all the joint 
holders to sign. 

A requisition may consist of several documents, in like form, 
each signed by one or more requisitionists. It is obviously advisable 
for all the requisitions to be worded alike. In Fruit and Vegetable 
Growers’ Association v. Kekewich (1912), 2 Ch. 52, it was held 
that all the requisitions need not be absolutely identical in form. 
In that case a number of requisitions were lodged which were in 





262 THE AUSTRALIAN ACCOUNTANT NOV. 


the same form, except that several forms contained at the end of 
the objects of the meeting set out in the requisition the additional 
words, “in addition to the affairs of the company in general.” War. 
rington J. held that the requisitions complied with the requirements 
of the section. 

The directors have 21 days in which to convene the requisitioned 
meeting. The requisitionists must wait until there has been 
default on the part of the directors before themselves proceeding 
to convene a meeting, and if they proceed before such default their 
action is invalid and will not be validated by the subsequent default 
of the directors to call a meeting: Aberfeldie Gold Mining Co. », 
Walters (1876), 2 V.L.R. (E.) 116; In re State of Wyoming Syn- 
dicate (1901), 2 Ch. 431. 

In the case of a requisitioned meeting, as with any other meeting, 
the meeting must be convened by the authority of the directors, and 
if the secretary convenes the meeting without such authority, the 
meeting and all business purported to be transacted at it is invalid. 
But if a meeting is called by the secretary without authority, the 
directors may adopt, ratify, and confirm the action of the secre- 
tary in issuing the notice convening the meeting, provided they do so 
before the meeting is held. See /n re Haycraft Gold Reduction 
and Mining Co. (1900), 2 Ch. 230; In re State of Wyoming Syn- 
dicate (supra) ; Hooper v. Kerr, Stuart & Ce. (1900), 83 L.T. 729. 


A New South Wales Case 


In Adams v. Adhesives Proprietary Ltd. (1932), S.R. (N.S.W.) 
398, the holders of the 8,119 shares in the company had transferred 
their shares to two shareholders, and these transfers, which repre- 
sented the majority of the issued shares of the company, were 
registered on December 21, 1931. Clause 47 of Table A of the 
1899 Act applied to the company, and this Article (taken from 
Table A of the 1862 Act) provided that “No member shall be 
entitled to vote in respect of any share that he has acquired by 
transfer at any meeting held after the expiration of three months 
from the registration of the company unless he has been possessed 
of the share in respect of which he claims to vote for at least three 
months previously to the time of holding the meeting at which he 
proposes to vote.” The new holders of the 8,119 shares were thus 
precluded from voting until the expiration of three months from 
December 21, 1931. 

Taking advantage of this position, on January 30, 1932, a num- 
ber of shareholders requisitioned a general meeting for the pur- 
pose of passing a number of resolutions, which would have had the 
effect of removing the management of the company from the direc- 
tors appointed in December, 1931, who were supported by the 
holders of the 8,119 shares. At a meeting of the directors, held on 
February 4, 1932, the requisition was considered, and it was 
resolved that an extraordinary general meeting of the company 
should be held on March 29, 1932, for the purposes set out in the 
requisition. 
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On February 22, 1932, the requisitionists themselves sent out 
a notice convening a meeting for March 3, 1932, to pass the reso- 
lutions set out in the requisition. It should be noted that at 
March 3 the holders of the 8,119 shares would have had no voting 
rights. The holders of the 8,119 shares then issued a summons 
for an injunction to restrain the company and the requisitionists 
from holding the meeting convened by the requisitionists. 

Mr. Justice Harvey held that, as the meeting must be convened 
by the directors for a date within 21 days from the receipt of the 
requisition, the meeting convened by the directors for March 29 
was out of time. With great respect, we disagree with this part 
of the decision. Article 34 provided that, “upon the receipt of 
such requisition, the directors shall forthwith proceed to convene an 
extraordinary general meeting. If they do not proceed to convene 
the same within 21 days from the date of the requisition,” the 
requisitionists might themselves convene a meeting. There is, in 
our opinion, a vast difference between forthwith procecding to 
convene a meeting and holding a meeting, and in this case the 
directors, in our opinion, “forthwith proceeded to convene a meet- 
ing” when, on February 4, they resolved that a meeting should be 
held on March 29. The point, however, is not now of importance 
where the provisions of S. 114 have been adopted. 

But although the requisitionists won this point, His Honour 
granted an injunction restraining the requisitionists from holding 
the meeting. Following Cannon v. Trask (1875), L.R. 20 Eq. 669, 
in which the position was somewhat similar, His Honour held that 
the power given to requisitionists under Article 34 to convene an 
extraordinary general meeting was a power given to them as 
ministers or officers of the company for the purpose and subject 
to the same supervision by the Court as the powers given to the 
directors to summon meetings. It was not a personal proprietary 
right of shareholders, but a ministerial right passed on to them as 
quasi officials of the company, to act in convening a meeting in place 
of the directors. Requisitionists must, therefore, exercise a reason- 
able discretion in the interests of all the shareholders when con- 
vening such meetings, and the Court will restrain them from 
deliberately calling a meeting which would result in many of the 
shareholders not being able to exercise their vote. The requisi- 
tionists were, therefore, restrained from convening a meeting for a 
date anterior to some date at which the votes of the 8,119 shares 
covered by the transfers could be exercised; that is, it could not 
be called for a date anterior to March 22. 


A Recent South Australian Case 


The latest case on the subject is South Norsemen Gold Mines 
N.L. v. MacDonald (1937), S.A.S.R. 53. In that case four share- 
holders of the company, holding 123,600 shares, and representing 
at least one-tenth of the issued capital of the company, duly requisi- 
tioned the holding of a meeting. Twelve days after the requisition 
had been lodged with the company, Cox, one of the requisitionists, 
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sent a letter to the company in which he expressed a desire to 
withdraw from the requisition, and did not require the meeting to 
be called. If Cox could withdraw, the effect would be that the 
remaining requisitionists held less than one-tenth of the issued 
capital. The directors did not call a meeting in terms of the 
requisition, and after the expiration of the 21 days (see Subsection 3 
above) MacDonald (who held more than one-half of the total 
voting rights of the requisitionists) proceeded to call an extraor- 
dinary general meeting of the company, by notice, setting out the 
business which he required to be considered at that meeting. 

The company then brought an action seeking to restrain Mac- 
Donald from holding the meeting. 

Mr. Acting Justice Reed refused to grant an injunction to 
restrain MacDonald from holding the meeting, on the ground that, 
notwithstanding the purported withdrawal of Cox, MacDonald 
continued to have the right to convene the meeting. In the opinion 
of His Honour, the lodging of a requisition to convene a general 
meeting of a company, signed by shareholders carrying the neces- 
sary voting power and number of shares, was the sole condition for 
bringing into existence the duty of the directors to call a meeting. 
The subsequent withdrawal of one of the requisitionists from the 
requisition did not affect the rights which the remaining requisi- 
tionists might have to call the meeting. 

In the course of his judgment, His Honour said that the crucial 
date for calculating the shares of the members who signed the 
requisition was the date of the deposit of the requisition. It was on 
that date that the members who made the requisition must hold not 
less than one-tenth of the paid-up capital, as required by the sub- 
section. 

The action which one of the requisitionists subsequently took 
after the lodging of the requisition could not affect the rights which 
the remaining requisitionists might have. That seemed to be 
intended by reason of the provisions of subsection (3), which con- 
ferred the right to call a meeting on requisitionists who held more 
than one-half of the total voting rights of all of them. 


A Voting Disqualification 


In Adams v. Adhesive Proprietary Limited (above), Table A of 
the 1899 Act applied to the company, and clause 47 of Table A, set 
out in full above, precluded any shareholder from voting (after 
three months from the registration of the company) unless he was 
the registered holder of the shares for at least three months. The 
history of this provision may be traced back to The Public Com- 
panies Act, 1767, which recited in the preamble that “Whereas of 
late years a most unfair and mischievous practice has been intro- 
duced of splitting large quantities of stock, and making separate 
and temporary conveyances of the parts thereof, for the purpose of 
multiplying or making occasional votes immediately before the time 
of declaring a dividend, of choosing directors, or of deciding any 
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other important question, which practice is subversive of every 
principle upon which the establishment of such general courts is 
founded, and, if suffered to become general, would leave the per- 
manent interest of such companies liable at all times to be sacri- 
ficed to the partial and interested views of a few, and those, perhaps, 
temporary proprietors.” j 

Section 1 of that Act disqualified members from voting until 
they had been possessed of the shares for six calendar months. In 
those days the voting on shares was strictly limited, and the prin- 
ciple of one vote for each share held appears to have been unknown. 
A limitation of voting rights was inserted in the Companies Clauses 
Consolidation Act of 1845, and from there to Table A of the 1862 
Act was the next step. Only those who have had experience of 
calculating the votes at a meeting where the voting rights are 
“one vote for every share up to 10, an additional vote for every 
five shares beyond the first 10 shares up to 100 shares, and an 
additional vote for every 10 shares beyond the first 100 shares,” are 
able to appreciate the delay in counting the votes on a poll 

The provision for disqualification from voting until shares have 
been held for three months was adopted in Table A of the Com- 
panies Acts of each State based on the 1862 Act. This provision 
continues to apply to companies governed by any Table A in which 
the equivalent of clause 44 of Table A of the 1862 Act was adopted 
without alteration. S. 115 of the English Act (adopted in Section 
125 of the Queensland Act, S. 134 of the South Australian Act, 
and S. 95 of the New South Wales Act), giving one vote for each 
share, only applies where the Articles of a company do not make 
other provision in that behalf. 





ComPANY—WINDING-UP—FRAUDULENT PREFERENCE— 
Set-Orr Not ALLOWED 

By S. 31 of the English Bankruptcy Act, 1914: 

Mutual Credit and Set-Off: Where there have been mutual 
credits, mutual debts or other mutual dealings, between a debtor 
against whom a receiving order shall be made under this Act and 
any other person proving or claiming to prove a debt under the 
receiving order, an account shall be taken of what is due from the 
one party to the other in respect of such mutual dealings, and the 
sum due from one party shall be set off against any sum due from 
the other party, and the balance of the account, and no more, shall 
be claimed or paid on either side respectively; but a person shall 
not be entitled under this section to claim the benefit of any set-off 
against the property of a debtor in any case where he had, at the 
time of giving credit to the debtor, notice of an act of bankruptcy 
committed by the debtor and available against him. 

S. 82 of the Commonwealth Bankruptcy Act, 1924-1933, is 
taken from English S. 31. The wording of the Commonwealth Act 
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differs from that of the English Act, but the effect of both sections 
appears to be the same. 

S. 262 of the English Companies Act, 1929, provides that, in the 
winding-up of an insolvent company, the same rules shall prevail 
and be observed with regard to the respective rights of secured and 
unsecured creditors and to debts provable, etc., as are in force for 
the time being under the law of bankruptcy. The section was set 
out in full on p. 220 of the last issue of this Journal. By virtue of 
S. 262 the bankruptcy rules as to set-off and mutual dealings are 
applicable to the winding-up of insolvent companies. 

B. P. Fowler Ltd. (hereafter the Company) carried on busi- 
ness as contractors for tar paving and similar work. Wirks- 
worth Quarries Ltd. carries on the business of quarry owner and 
manufacturer of road material, consisting, in the main, of crushed 
stone treated with tar. Inns & Co. Ltd. carries on the business of 
sand and gravel merchant. 

Wirksworth Quarries Ltd. is a subsidiary of Inns & Co. Ltd, 
and the same persons are managing directors of the two companies. 
The Company had for a considerable time purchased materials 
from both the other companies. 

On January 13, 1937, a petition was presented, and on January 
25, 1937, an order was made upon that petition, for the compulsory 
winding-up of the Company. 

Betwe een October 13, 1936 (three months before the presentation 
of the petition), and January 13, 1937, the Company paid to Wirks- 
worth Quarries Ltd. various sums at different times, amounting to 
£3,203. Between the same dates the Company paid to Inns & Co. 
Ltd. two sums of £270 and £47. On and before October 13, 1936, 
the Company was being pressed by various creditors for payment of 
the amounts due to them. At the date of the winding-up the Com- 
pany was hopelessly insolvent, and between October 13, 1936, and 
January 13, 1937, the Company was unable to pay its debts as they 
became due. (The period of preference under the English Bank- 
ruptcy Act, which applies to companies, is three months ; the period 
under the Commonwealth Bankruptcy Act is six months.) 

The liquidator issued a summons claiming as against Wirksworth 
Quarries Ltd. a declaration that each of the sums which had been 
paid to it by the Company between October 13, 1936, and January 
13, 1937, was an undue and fraudulent preference of the respondent 
over the other creditors of the Company, and invalid accordingly, 
and an order that the respondent should pay those sums, totalling 
£3,203, to the liquidator, and claiming against Inns & Co. Ltd. that 
each of the payments of £270 and £47 was an undue and fraudulent 
preference of this respondent over the other creditors of the Com- 
pany, and invalid accordingly, and an order that Inns & Co. Ltd. 
should pay the sums of £270 and £47 to the liquidator. 


Set-O ff Claimed 


The respondent companies admitted that the payments made to 
them within three months of the commencement of the winding-up 
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were fraudulent preferences, and the only question for decision by 
the Court was whether the respondent companies were liable to 
repay the whole of the sums of £3,203 and £317 respectively, or 
were only liable for parts of those sums on the ground that they 
were entitled to a set-off as between payments made by them to 
the Company and payments made by the Company to them. 

The respondent companies claimed that they were entitled to a 
set-off to the extent set out in accounts filed in Court, which 
accounts showed that, in the case of Wirksworth Quarries Ltd., the 
Company had three accounts: 

(1) A loan account on which there was owing to Wirksworth 
Quarries Ltd., on October 13, 1936, £845, which sum was repaid by 
the Company in November, 1936—the payments, in fact, amount- 
ing to £853. 

(2) A trading account for tar-paving work done by the Com- 
pany for Wirksworth Quarries Ltd., amounting in all to £1,145, 
all of which had been paid off by Wirksworth Quarries Ltd., by 
cheque before the winding-up. Of these, cheques amounting to 
£595 were paid by Wirksworth Quarries Ltd. to the Company 
after October 13, 1936. 

(3) A trading account for goods supplied to the Company by 
Wirksworth Quarries Ltd., in respect of which the Company owed 
Wirksworth Quarries Ltd. £1,952 on October 13, 1936, and £2,350 
on January 13, 1937. The whole ot this sum of £2,350 was paid by 
the Company to Wirksworth Quarries Ltd. after October 13, 1936. 

Inns & Co. Ltd. had supplied goods to the Company before 
October 13, 1936, to the value of £88, payment for which was made 
by the Company by cheques after October 13; but Inns & Co. Ltd. 
had made loans to the Company amounting to £325, of which £115 
was advanced after October 13, and these were repaid by the Com- 
pany by two cheques for £270 and £47 and a transfer of £8 in 
November, 1936. 

It was the custom for paving contractors like the Company to be 
financed by quarry owners and manufacturers, who supplied them 
with materials, and in accordance with that custom the two respon- 
dent companies had financed the Company by loans. Evidence was 
given that the Company was carrying out contracts with County 
Councils and other customers, and advances had been made for 
this purpose by the two respondent companies, which it was in- 
tended should be repaid as customers paid for the work done. This 
was done in due course, without any improper or fraudulent inten- 
tion by the directors of the Company. 

The respondent companies claimed that these payments merely 
amounted to an interchange of cheques, so that the respondent 
companies, in fact, paid back to the Company part of what the 
Company had paid to them. Had there been no such payments, the 
respondent companies would have been entitled to < set-off of the 
sums paid by them, and they claimed that the same result should 
be allowed in the circumstances. The only amount which could be 
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treated as being a fraudulent preference was the difference between 
the debts paid by the Company to the respondents within the period 
of three months and the payments made to the Company by the 
respondents within the same period. 

Counsel for the liquidator admitted that the liquidator would 
have had to submit to a deduction of this kind if there had been an 
actual set-off, but he argued that there was nothing in the dealings 
of the Company with either of the respondent companies as shown 
in the account to suggest any right to set-off. The Company was 
indebted to the respondents in the amounts claimed, and paid them 
these amounts during three months before the presentation of the 
petition for winding-up, and during the same time each of the 
respondents made payments to the Company on other accounts in 
their ordinary course of dealings; but there was no identity of 
dates between the payments, and no identity of the amounts paid 
by the respondents respectively and the amounts paid to them in 
the course of business, nor any suggestion that one was intended to 
be set off against the other. 

Mr. Justice Crossman held that, as there had been no attempt 
to set-off the advances and payments to the Company against the 
payments made by the Company, there could not be any set-off 
now, and the liquidator was entitled to repayment in full of the 
sums which had admittedly been paid in fraudulent preference. 

In the course of his judgment, His Lordship said that the only 
point in the case which he had to consider was whether there was 
any mutual set-off or position in which there should have been a 
set-off. Looking at the accounts referred to above, His Lordship 
found as a fact that there never had been a set-off, or any position 
in which any attempt was made to treat what was done as a set-off. 
His Lordship did not say that they could not have been set-off if the 
right proceedings had been followed. In the circumstances, he 
could only treat the respondent companies as liable to repay the 
whole of the various payments made to them, treating the whole 
proceedings as being a fraudulent preference. 

(In re B. P. Fowler Limited (1938), 1 Ch. 113). 





ANNUAL List AND SUMMARY UNDER THE VICTORIAN 
Companies AcT 

The Commonwealth Institute of Accountants has obtained the 
following ruling from the Registrar-General’s office as to the 
filing of an annual list and summary in the calendar year of incor- 
poration of a company: 

“For the purposes of Section 33 of the Companies Act, 1928, the 
view to be acted upon by this office is that the Statutory Meeting 
referred to in Section 72 of that Act is a General Meeting of the 
company. This means that a company incorporated prior to 
October 1 in any year should file a List and Summary under Section 
33 in respect to the calendar year of its incorporation.” 
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Book Review 


The Law and Procedure at Meetings in Australia. By P. E. Joske, 
M.A., LL.M., Barrister-at-law. 136 pages text, 23 pp. index. 
The Law Book Co. of Australasia Pty. Ltd. Price, 6/-, 
posted 6/4. 

Mr. Joske’s work will be welcomed by company and other secre- 
taries throughout Australia, for a book on the law and procedure 
at meetings is long overdue in Australia, although a number of 
excellent English text-books on the subject exist. We have found 
Mr. Joske’s book to be extremely readable. The work is divided 
into two parts, Meetings in General and Meetings of Companies, 
each part containing 13 chapters. As stated in the preface, “The 
method adopted has been to state the procedure in connexion with 
meetings in a concise and clear form, and to give sufficient authori- 
ties, including all relevant Australasian authorities, for any pro- 
position of law, without overburdening the work with authority 
so as to render it unsuitable for use from a practical standpoint.” 

On page 31 the author states that “No amendment should be 


allowed with regard to those parts of the motion which have 
already been accepted. That is to say, subsequent amendments 
may only be moved to that part of the motion which comes after 
the point where an amendment has already been made.” In our 
opinion, this statement is not correct—see p. 24 of the August, 1938, 
issue of this Journal. 


In conformity with the title of the book, the author has in many 
instances stated the law as applicable under the various State Com- 
panies Acts. On the whole, we have found this to be well done, but 
we would draw attention to the following: 

On p. 111 the author has overlooked the fact that the Queensland 
Act defines “printed” as including typewritten (S. 5). 

On p. 77 it is inferred that, on default in filing or delivering the 
statutory report, or holding the statutory meeting, it is only the 
Victorian and Tasmanian Acts which provide that, in lieu of 
winding-up, the Court may give directions for the report to be 
fled or the meeting to be held. The Queensland (S. 176 .(2)), 
South Australian (S. 197 (2)), and New South Wales (S. 211 
(2)) Acts also provide to this effect. 

On p. 70 it is stated that the provision that a resolution passed 
at certain adjourned meetings shall for all purposes be treated as 
having been passed on the date on which it was, in fact, passed, 
isextended in South Australia to adjourned meetings of creditors 
or contributories—the Queensland (S. 294), South Australian 
(S. 300) and New South Wales (S. 318) Acts also provide to 
this effect. 

The book rather suffers from conciseness—we do not think the 
subject of meetings can be adequately treated in a book of this size. 


Joun S. McINNEs. 
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Accounts as an Aid to Business Management 


By A. A. FitzGERaLp 


[One of a series of lectures on Business Practice in Australia 
delivered to The Commonwealth Institute of Accountants, 
Victorian Division] 


Previous lectures in this series have dealt with a variety of topics, 
but it is, nevertheless, possible to detect certain underlying con- 
sistencies in the view taken by the lecturers of the nature of the 
prospective difficulties of business control, and the probable trend 
of economic development in Australia. 

Professor Copland drew attention to the peculiar susceptibity 
of the Australian economy in the past to severe fluctuations arising 
from changes in the export price level, and he stressed the necessity 
for a concerted attempt on the part of governments, business men 
and the community to attack the problem of industrial fluctuations 
so as to minimise the dire consequences in the shape of wide- 
spread unemployment and acute distress. Mr. Whitlam gave point 
to the same argument in his discussion of shrinking export markets, 
the challenge of substitutes to our stable products, and recent price 
changes in our main exportable commodities. Dr. G. L. Wood 
dealt with the increasing importance of the social background and 
of the agencies of Government or semi-Governmental control of 
business activities, and Mr. Prest and Mr. Eddy showed us the 
natural tendency for the development of modern business in large- 
scale units. 

It is easy to draw the conclusion from these discussions that the 
natural economic development of Australia in the near future lies 
in the path of secondary industry. [External conditions may be 
expected to accelerate the normal process of evolution from a 
simple to a more complex, and therefore more balanced, economy, 
and to lead us inevitably to seek an escape from the dangers and 
uncertainties of over-dependence on primary exports in a world 
peopled largely by rabid economic nationalists. For the efficient 
organisation of secondary industry, some degree of mass production 
is generally essential, varying, of course, from industry to industry 
according to specific technical considerations. Size and scale of 
operations is, of course, not in itself necessarily an advantage or a 
guarantee of efficiency, but technical considerations will generally 
be sufficient to promote a movement towards larger-scale produc- 
tion units. The larger the scale of operations, the greater the 
difficulties of business management, because of the decreasing 
possibility of control through personal contact with detail. For this 
reason, as well as for the reason that business must more and more 
be carried on in an atmosphere of social control, we may expect 
that management will be faced in future with problems even more 
difficult than have been experienced in the past. 
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The Réle of Accounting in Business Management 


It is possible to exaggerate the importance of accountancy in 
business management, and much damage has been done by claims 
that, in effect, accountancy can be a substitute for management. 
Effective business control calls for peculiar capacities, such as 
judgment, organising ability, initiative, and that elusive quality 
which we recognise, though we cannot define it, as “business 
sense.” These qualities are best exercised when they are founded 
on an adequate knowledge of the facts relating to the business 
operations, so that informed judgment takes the place of shrewd 
guesses or “hunches.” The true purpose of accountancy is to 
discover and present the facts, and, in doing this, accountancy is an 
indispensable aid to management. 

The information which is needed by management to enable it 
effectively to control large-scale operations in a complicated econo- 
mic environment concerns both internal experience and external 
conditions. In the very large business enterprise, it is sometimes 
found necessary to organise two distinct departments for the col- 
lection, tabulation and analysis of this information, namely, the 
accounting department and the statistical department. Even in 
these cases, however, there is no hard and fast line of division 
between accounting data and statistical data, except, perhaps, that 
information relating to external business conditions, political and 
seasonal conditions and prospects is regarded as falling within the 
province of the statistical department, whilst information as to 
internal operations and internal financial condition is treated as 
accounting data. Strictly, accounting data would appear to cover 
only those numerical facts which are recorded in books of account, 
but, in practice, it is convenient and economical for much internal 
statistical data (such as sales analyses) to be collected as a by- 
product of the accounting process. In the medium and small-scale 
enterprise, where no separate statistical staff is maintained, all 
statistical material, whether relating to internal or external facts, 
is likely to be handled by the accounting staff, if it is collected and 
used at all. 

Classification of Information Needed by Management 

Thus we may say that the information which management needs, 
and which it is the function of accountancy to provide, consists of 
the following classes : 

(A) Accounting Data 

(1) Information as to debtor and creditor relations between a 
business and other parties; 

(ii) Information as to the collective effect of innumerable 
transactions on (a) the financial condition, and (b) the 
operating results of the enterprise ; 

(iii) Standards, by reference to which the results of operations 
may be measured, and responsibility for those results 
assigned to the responsible officers. 
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(B) Internal Statistical Data 


Supplementary analyses of results, such as: 

(i) Analyses of sales by territories, departments, sales units, 
classes of goods, customers, terms of trade, etc. ; 

(ii) Analyses of costs by elements, intervals of time, processes, 
products, departments, causal relationships, etc. 


(C) External Statistical Data (unless a separately organised de- 
partment exists to deal with this information). 
Barometers of present and prospective general business 
conditions, and analyses of their connection with internal 
data. 


Originally, accounting was concerned primarily with debtor and 
creditor relations: in the origins of commerce little or no other 
regularly collected and tabulated information was needed for man- 
agement purposes. As business grew in complexity, simple sum- 
mary financial and operating statements were needed as a means 
of informing managers (and proprietors) of the net results of 
past transactions, and so the first crude forms of balance sheets 
and profit and loss accounts made their appearance. As opera- 
tions became still more complex, it became necessary to give an 
increasing amount of attention to the form of these financial and 
operating statements, so as to increase their information value. 
Finally, it has become necessary, under modern conditions, to 
provide measures by which the current operating and _ financial 
results may be compared, so that action may be taken promptly to 
remedy such unsatisfactory performances as may be revealed from 
time to time by this comparison. And so, we get accounting in 
its highest stage of development, standard costs and budgetary 
control. It is important to realise and to remember that, as the 
needs of business managers for more and better information have 
arisen through changing business conditions, so the technique of 
accountancy has been shown to be capable of adaptation to the 
new requirements. In this fact lies a most significant warning for 
Australian accountants. The needs of management in Australia 
are changing rapidly, and are likely to change even more rapidly in 
the near future. Accountants must be ready to meet the new 
demands on them which these changes will involve. They must, 
therefore, keep abreast of the equally rapidly changing technique of 
accountancy, and that—as every true student of accountancy 
realises—is a “man-size”’ job. 

The accounting information which we have been discussing 
consists of two main types, which may be called: 


(a) Historical Accounts—trecords of past results. 

(b) Re-determined or Forward-looking Standards and Budgets 
—estimates of what current results should be and compati- 
sons of actual results with these estimates. 


Historical records are of the utmost importance in modern account- 
ing methods, since they not only reach back, into the past, showing 
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what has been achieved, but also vitally influence the estimates of 
what should be possible to achieve in the future. 


Refinements of Historical Accounts 


Consequently, for the purpose of providing a more adequate 
analysis of past results, as well as a more useful and reliable basis 
for the pre-determination of future results, modern accounting 
technique involves a much greater degree of refinement and elabora- 
tion of historical records than was originally necessary. At one 
stage in the history of commerce-—and, consequently, the develop- 
ment of accountancy—the principal purpose of a profit and loss 
statement, for example, was to disclose the net result of opera- 
tions, with little need to examine closely the underlying causes of 
that result. It is not so to-day. Causal relationships must be 
carefully studied, and before they can be studied they must be 
clearly revealed in the accounts. 

The indispensable features of a satisfactory historical accounting 
system, in modern conditions, are, therefore: 

(a) An adequate chronological record of both external transac- 
tions (such as purchases from, or sales to, other businesses) 
and internal operations (such as the conversion of raw 
material into finished goods). 

(b) Aclassification of the chronological entries into accounts and 

groups in sufficient detail to establish clearly the causal 
connection between revenues, costs and profits, to locate the 
responsibility for results, and to facilitate the making of 
scientific estimates of future operations. 
An analysis of operating and financial relationships—by 
means of operating and financial ratios and the study of 
trends therein—in order to emphasise causal relationships 
and to anticipate unfavourable tendencies either in results 
or financial condition. 


Forward-looking Accounting 


The organisation of a satisfactory system of historical records 
is, however, merely the first step in the development of a satisfactory 
accounting system. It is true that nothing further can be done 
until the historical records have been put upon a satisfactory 
footing, but these records should not be looked upon as an end in 
themselves, but simply as a means to the ultimate end that the 
management may be kept informed of current results and of the 
instances in which those results fall short of practicable ideals. 

Given satisfactory historical records, the next step is the setting- 
up of operating standards, based upon (a) past results, as disclosed 
by the accounts and supplementary internal statistical data pro- 
duced in the course of the accounting procedure, (b) analyses of 
external statistical data, and (c) studies of operating efficiency, 
such as time-study, measurement of material, machine speeds, 
standard waste allowance, normal production capacity, etc. 


Cc 





274 THE AUSTRALIAN ACCOUNTANT NOV. 


Finally, by the similar analyses and studies of distribution, admin- 
istration and finance, the principles of standard costs should be 
applied to the whole range of business activities, and thus a 
co-ordinated budgetary control system established. 

The purpose of this lecture has been to present in outline, and 
in relation to the series of lectures of which it forms a part, the 
general principles of accounting as an aid to business management. 
The time available has not been sufficient to permit of the develop. 
ment of the principles in any detail, but it is hoped that enough 
has been said to encourage those who have not previously made a 
close study of modern accounting methods to take up that study. 
In the circumstances of Australian business to-day, no study is 
likely to prove of more direct advantage, either to industry or to 
the individual accountant, than research into accountancy methods. 

As the study proceeds, new vistas are constantly opened up, and 
each of us can make a substantial contribution, if he so desires, to 
the sum total of knowledge of accountancy by working out and 
making available to his fellow-accountants the detailed application 
of principles to specific conditions. The changing conditions of 
industry, and the rapidly growing importance of accountancy, pro- 
vide both opportunity and responsibility for the accountancy 
profession. The Commonwealth Institute is doing its part by con- 
ducting lectures and providing library facilities to encourage its 
members to embrace the opportunity and accept the responsibility. 
Members can best show their appreciation of these efforts by 
attending the lectures and making the fullest use of the library. 
They can also materially help in the good work by publishing, for 
the information of other members, the results of their own 
researches. The Institute librarian will be glad to receive and to 
file in an accessible form detailed descriptions of accounting sys- 
tems or accounting classifications adapted to specific industries, 
and the Editor of The Australian Accountant will welcome shorter 
descriptions of such systems for publication in that journal. If we 
were all prepared to take part in these ways in a co-operative 
effort for the improvement and modernisation of accounting tech- 
nique in Australia, the results would be of incalculable advantage to 
the profession as a whole, and to every individual member. 





Articles in Overseas Journals 


The Accountant 

August 27, 1938: The Nature and Measurement of Income— 
IX, A Summary of Accounting Practice, by Ronald S. 
Edwards: The Position of the Public Accountant in Relation 
to Business and Government in Great Britain—II, by Sir 
Laurence Halsey. 

September 3, 1938: Leading Article on Auditors and Mechanisa- 
tion, and a Lecture by R. N. Barnett on that topic: Credit 
Reflation, by Prof. J. H. Jones: The Nature and Measurement 
of Income—X, by Ronald S. Edwards. 
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September 10, 1938: Leading Article on Arrangements under 
Section 153 of The Companies Act, 1929 (the “compromise” 
section) : Plus and Minus Accounting, by H. C. F. Holgate: 
The Nature and Measurement of Income—XI, by Ronald 
S. Edwards: The Office of the Future. 

September 17, 1938: Leading Article on The English and 
Scottish Co-operative Property Society case, in which allega- 
tions of manipulation of accounts were made: Standardised 
Bookkeeping in Germany—II, by T. Plaut: The Nature and 
Measurement of Income—XII, by Ronald S. Edwards: The 
Organisation of an Accountant’s Office, by L. C. L. Thomas. 

September 24, 1938: Leading Article on The Auditing of Unit 
Trust Yields: Standardised Bookkeeping in Germany—II, by 
T. Plaut: The Nature and Measurement of Income—XIII, 
the concluding article of this series by Ronald S. Edwards: 
Further Applications of Plus and Minus Accounting: The 
Audit of Private Limited Companies and Private Concerns, 
by C. Percy Barrowcliff. 


The Journal of Accountancy 


September, 1938 : Cost of Production as a Basis for Price Fixing, 
by Jules Backman: Relationship Between the Practice of Law 
and of Accounting, by F. P. Byerly: Accounting for Life 
Insurance Policies, by E. Q. Kruchten. 

October, 1938: Some Comment on Surplus Account, by Samuel 
J. Broad: Tales Usually Told After Office Hours, “It ain’t all 
beer and skittles what we does to win our victuals,” a descrip- 
tion of various methods of fraud and manipulation and their 
discovery by auditors. 


The Incorporated Accountants’ Journal 


September, 1938: The Auditing of Unit Trust Yields : The Con- 
duct of Investigations, by W. G. Lithgow. 


The Canadian Chartered Accountant 


September, 1938: Some Problems as Between Business and 
Government, by Kris A. Mapp: Improvement in Financial 
Accounts—Practical Lines of Improvement, by George O. 
May. 

October, 1938: International Railway Company v. The Niagara 
Parks Commission—an Accountant’s Point of View Respect- 
ing Depreciation, by George P. Keeping. 


The Accountants’ Journal, Wellington, N.Z. 


Editorial on A Costing System for Accountants, and an 
article thereon by F. R. S. Ashton: Waiver of Directors’ 
Fees: A System of Records for the Trust Accounts of a 
Solicitor, by C. H. Battley: Legal Processes for the Collec- 
tion of Accounts, by D. A. Wilson. 
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Correspondence 
BALANCE SHEET ForM 


The Editor The Australian Accountant 


Dear Sir,—I am impressed by the large number of very fine 
articles which have been contributed from time to time, either with 
suggestions for the improvement of the conventional form of 
Public Balance Sheet, or else discussing in a general way the short- 
comings of the usual form of Public Company Balance Sheets. 

There is unquestionably something in the criticism that the form 
of Balance Sheets generally tends to “remain unchanged in a 
changing world.” 

As far back as March, 1936, an article appeared in The Australian 
Accountant entitled “Is the Balance Sheet an Anachronism?” 
This was apparently provoked by reflections on the report of an 
address to the London members of the Institute of Chartered 
Accountants by the Right Honourable Lord Melchett. It is well 
worth reading. 

This was followed by a valuable suggestion from the pen of Mr. 
A. Clunies Ross, in which he said, “If the object of the publication 
of the figures is to provide information ‘to be understanded hy the 
common people,’ something of the following type might well be 
adopted—I confess I have not sufficient courage to put it forward 
to any ordinary board of directors” : 


TRADERS LIMITED 
BALANCE SHEET AT DECEMBER 31, 1936 
The Company owns— 


Current Assets (Itemised and with reference to basis 
of valuation) . ~o os feaee 
Fixed Assets (Itemised and with reference 'to basis of 
Re eee eee rear ae 


OS Re ee ene £38,150 
The Company owes— 
Current Liabilities (Itemised) . 
Long Term Liabilities ( Itemised) . 


Net Value of Assets Owned by the sega 
Shareholders have subscribed .. .. 


Surplus of Net Assets over amount subscribed .. .. 


This is divided into: 
Amounts placed to Reserve .. .. . ie ae hh ee oe 
Amounts carried forward to next year ha Akt Geen tee ee 


Adoption of something along the lines of this perhaps ‘ ‘revolu- 
tionary” suggestion would, in my judgment, be a step in the right 
direction. Giving exactly the same information as is at present 
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given by the conventional form, it would, nevertheless, undoubtedly, 
convey the information in much clearer fashion to the untrained 
mind of the average shareholder. It would also avoid the tradi- 
tional and somewhat deceptive inclusion of the “Profit and Loss 
Balance” among the Assets when a Deficit and among the Liabili- 
ties when a Surplus. ee 

Subsequently, from Mr. C. W. L. Muecke, of Adelaide, we had 
“Balance Sheets—Their Form and Purpose,” and, more recently, 
in the September issue of The Australian Accountant, under the 
heading, “Balance Sheet Problems,” several interesting points are 
raised in a very fine article by Mr. A. A. Fitzgerald. 

Mr. Fitzgerald claims, and 1 agree, that “at the Court of Public 
Opinion, the Accountant would be found guilty of contempt of 
court, in that he has not shown a sufficient regard to public opinion, 
and has not made a sufficient attempt to ensure that the meaning 
and purpose of the statements prepared by him are properly under- 
stood by the world at large.” 

I particularly like his reference to the Auditor’s Certificate, and 
the suggestion that, instead of “The Balance Sheet is properly 
drawn up to exhibit a true and correct view of the state of the com- 

ny’s affairs,” that auditors use something along the lines that 
“The Balance Sheet is in agreement with the books, and is drawn 
up in accordance with proper accountancy principles.” 

It can safely be argued that the responsibility for the preparation 
and form of the Balance Sheet rests solely with company directors, 


and it will be interesting to see if any Board of Directors will be 
sufficiently enterprising and courageous to issue a Public Balance 
Sheet more in keeping with current accountancy thought. 


Yours faithfully, 
A. G. ILLINGWORTH, A.F.1.A., A.A.1.S. 





Publications Received 


Employee-Partnership Under Fire. H. Valder. Employee 
Partnership Institute. Pp. 31. Price, 1/-. 

This interesting booklet contains a summary of objections to the 
principle of Workers’ Shares, and replies thereto, the text of the 
sections in The Companies Act, 1933, N.Z., and The Companies 
Act, 1936, N.S.W., dealing with Labour Shares and Workers’ 
Shares, a specimen Balance Sheet of a company, showing the 
method of applying Labour Shares under the N.Z. Act, a specimen 
circular to shareholders explaining a proposal to adopt a plan of 
Employee-Partnership, and examples of amendments to Articles 
of Association which have been used by two companies in putting 
such a plan into effect. 
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The Monetary Policies of Mr. Roosevelt 
By Pror. J. A. MAXWELL, 


Of Clark University, Worcester, Mass. 
[A lecture to the Commonwealth Institute of Accountants, 
Victorian Division] 


The departure of the United States from the gold standard in 
March, 1933, was different from that of most other countries, 
Most other countries left the gold standard under compulsion. 
Their monetary authorities believed that they did not have the 
ability to meet in gold current demands upon them. In the United 
States this was not so. The government left the gold standard by 
choice. It wanted to embark upon a price-raising scheme, national 
in scope, without the hindrances which an international standard 
would impose. 

During the summer and early fall of 1933, monetary policy 
was not an important part of the Roosevelt programme. During 
the summer the London Economic Conference was wrecked, the 
dollar depreciated somewhat in terms of gold, and prices rose 
somewhat in the United States. But things did not move fast 
enough to suit the President, and in October the gold purchase 
plan was announced. The government, through the Reconstruc- 
tion Finance Corporation, began to purchase gold, not at a fixed 
price as under the gold standard, but at a variable price to be 
announced from time to time. And this announced price was 
regularly above the dollar price of gold set by the market. The 
old gold price of the old gold standard was $1 per 23-22 grains, or 
$20.67 an ounce. The new prices started higher and the quota- 
tion was steadily and deliberately raised to $35.00 an ounce. 

What was the aim? Obviously to raise the domestic price level. 
If the dollar was cheapened in terms of gold—if it took more 
dollars to buy an ounce of gold—it was assumed that it would 
soon take more dollars to buy other things as well. And for some 
things it did. Suppose an export of raw cotton to France—then 
a gold standard country—and that $1 is equal to 20 francs, and 
that under such conditions a French importer of cotton will pay 
20,000 gold francs for a shipment. The United States exporter 
gets $1,000. Then suppose a shift so that the United States 
Government depreciates the dollar in terms of gold and of francs, 
and that $1 equals 16 francs. Then the 20,000 francs paid by the 
French importer become convertible into $1,250. The point is 
that, with depreciation of the dollar, the dollar price of exportable 
goods will rise quite promptly. 

But what of internal goods? The effect upon them of bidding 
up the price of gold is more remote. As exporters have more 
dollars, and as they spend them, there will be an effect. But ina 
country like the United States, with a very small foreign trade, the 
effect will be slow. The belief that forcing up the price of gold 
will force up commodity prices promptly, rests upon an artificial 
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simplification of the facts in the United States. And figures show 
that the plan worked very inadequately. The price of gold was 
pushed up by 65% by the end of 1933, the prices of exportable 
standard commodities (wheat, cotton, etc.) by less than 60%, 
but the internal price level by only 20%. 

The sponsors of the gold purchase plan were Professors Warren 
and Pearson, two eminent agricultural economists. Why did the 
President take the advice of Professor Warren instead of a 
monetary economist? The only explanation I know can be illus- 
trated by a story. The editor of a popular educational magazine 
was complaining to a friend that, although he had gone to all the 
first-class men, he had been unable to get a clear, popular state- 
ment of the money problem. When asked to whom he had gone, 
the editor mentioned the names of economists famous in the field 
of monetary research. The friend said this was wrong: “You 
went to the wrong experts. You went to experts in currency and 
you wanted experts in explanation.” Now Professor Warren was 
an expert in explanation and that is probably why he got the ear 
of the President. Certainly the monetary experts criticised the 
gold purchase plan. Even Mr. J. M. Keynes, who is hardly averse 
to monetary experiments, described the scheme as the monetary 
standard on the drunk, rather than the monetary standard of his 
dreams. 

The next important step was the Gold Reserve Act of 1934. 
The important feature gave the President the power to devalue 
the dollar to a level of 50-60 cents in terms of gold, and on 
January 31, 1934, the President acted. He fixed the weight of 
the new gold dollar at 13°71 grains ($35 an oz.)—59:06% of the 
old dollar. Under the old gold standard 23°22 grains of gold was 
called $1; and therefore 23:22 grains was now worth $1.69. Thus 
the Government had a profit of nearly 70 cents per 23:22 grains 
of gold in its possession. The total profit was about $2,800,000,000. 


The Question of Constitutionality 

Before I pass on to criticisms I wish to digress for a few 
moments to discuss the constitutional aspects of devaluation. 
Devaluation came before the Supreme Court in February, 1935, 
through four cases dealing with the constitutionality of alteration 
of the gold clause in private and in public obligations. By this 
cause a company or a government declared that interest and 
principal of its bonds would be paid in gold dollars of standard 
weight and fineness. With respect to private obligations the 
Supreme Court, in a 5-4 decision, declared (Hughes, C.J., the 
spokesman) that the government had the right to override the 
gold clause. Admittedly the purpose of the gold clause was to 
protect bond-hoiders from the very sort of action that was taken 
by the government. But the Courts said that this sort of “prophetic 
discernment” could not be permitted to override the constitu- 
tional powers of Congress about money. “Contracts, however 
express, cannot fetter the constitutional authority of the Congress. 
Contracts may create rights of property, but when contracts deal 
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with a subject-matter which lies within the control of the Con. 
gress, they have a congenital infirmity. Parties cannot remove 
their transactions from the reach of the dominant constitutional 
power by making contracts about them.” 

But what about bonds of the government of the United States 
which contained the gold clause? Here the government itself had 
made a prescription and the Court held that when Congress tied 
its own hands by an obligation, it could not withdraw or ignore 
that pledge. But to this affirmation there was a significant reser- 
vation. Granted that the government was not at liberty arbitrarily 
to alter its own contracts, it did not follow that an action against 
the government for damages because of a breach of contract could 
be sustained. In such case the question became: Had or had not 
the plaintiff suffered loss? And this should, the Court said, be 
tested by reference to economic conditions. In the case before the 
Court, the plaintiff had not shown that loss had been suffered 
through devaluation. 

It might seem to follow from this reasoning that if a person, 
at a later date, could show that he had suffered damage, then 
damages could be recovered against the government. But there 
was another reservation. The government of the United States 
may not be sued without its consent, and it had merely to close 
the Court of Claims against suits for damages by holders of 
government bonds containing the gold clause. 

I have summarised the majority opinion. The minority opinion, 
delivered by Justice McReynolds, I shall merely mention. It 
condemned the action of the government in language which lacked 
ordinary judicial restraint. Justice McReynolds spoke of repudia- 
tion masquerading under the guise of monetary policy, of arbitrary 
and oppressive usurpation. It was this sort of thing which gave 
colour to the charge that the opinions of the Court depended upon 
the economic predilections of its members. 

Criticisms of Devaluation 

Conservative opinion in the United States made much of the 
point that, as a matter of national policy, devaluation set a bad 
precedent, because by cutting the content of the dollar, the govern- 
ment repudiated the promise it made on its paper currency. This 
criticism was much too strait-laced in a world in which the majority 
of nations had left the gold standard. The nation which refused 
to follow suit was sure to be injured. 

I also pass lightly over another issue which agitated men’s 
minds at the time, but which has receded into the background. 
This was the danger of a currency war. If that had happened— 
if the United States had tried to keep the ratio of the £ and the $ 
at 5 to 1, while Great Britain had tried to make it 4 to 1—there 
would have been a sheer waste of economic resources. The 
government of the United States might have bought sterling 
exchange in New York, the government of Great Britain might 
have bought the dollar exchange in London; and the one would 
offset the other with no gain either way. Of course, Mr. Morgen- 
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thau and Mr. Chamberlain were aware of the danger and it was 
avoided. What some people feared was that each might be so 
sure he was right, that he would not trust anybody else to agree 
to it. 

I pass over, with a bare mention, those critics who pointed out 
that although the President has gone back to a gold standard, he 
need not hold to it. His declared ideal is a commodity dollar, and 
he may, therefore, vary the price of gold in an attempt to keep 
the general price level, as measured by an index number, stable. 
Now, as I have already indicated, the assumption that the price 
level is directly connected with the price of gold is erroneous. 
Moreover, juggling the price of gold would keep foreign trade 
in a state of dislocation. And the objection to the commodity 
dollar which appeals most to many Americans is that commodity 
prices are affected with tremendous class interests, and that once 
the notion got round that the government was altering prices, 
classes of people would try to get the government to do something 
for their commodities. These objectors say that this scheme for a 
managed currency demands more from human nature in politics in 
the United States than experience would seem to justify. 

I come now to a criticism which currently needs attention. This 
is, that the devaluation was too great. By setting a price for gold 
of $35 an ounce, the President has started a flow of a river of 
gold to the United States. Let us look at the figures. 


Net Gold Imports—United States 
(in millions of dollars) 
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In the years since 1933 the United States has imported net 
$5,586,000,000 of gold. This means that it has imported rather 
more than the total world production of gold in this period. At 
present the United States holds more than half of the monetary 
gold stocks of the world (excluding Russia). The table below 
shows an increase from $4 billion in 1933 to nearly $14 billion in 
March, 1938. 

Monetary Gold Stock—United States 
(in millions) 
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Everyone in a gold-producing country knows the effect of the 
higher price upon gold production. Portions of the British Empire 
have been given a lift by the increased price. 

But let us look at the effect upon bank reserves in the United 
States. The reserves of banks which are members of the Federal 
Reserve System consist of balances held to their account at their 
Federal Reserve Bank. These balances were by law required to 
equal 7%, 10%, 13% of their demand deposits (depending upon 
the situation of the member bank), and 3% of time deposits. In 
normal times a member bank tended to hold approximately its 
required balance, neither more nor less. If a bank increased its 
advances to customers, and thus expanded its demand liabilities— 
deposits—its balance could be adjusted by borrowing from its 
Federal Reserve Bank so as to increase its reserve balance. Or, 
to reverse the case, a bank which was curtailing its advances 
would need a smaller reserve balance with its Federal Reserve 
Bank, and it could reduce this in various ways—most obviously 
by paying off its indebtedness to the Federal Reserve Bank. 

But since 1933 this normal process has not worked. Instead, 
the banks have piled up enormous reserves in excess of those 
required. The chart and figures show that while in 1929 the 
required reserves were $2,315,000,000, reserves held were 
$2,358,000,000—an excess of only $43,000,000. But in Novem- 
ber, 1935, the reserves were over $6 billion, while required reserves 
were only about $3 billion. That is, the excess reserves were $3 
billion. What were the reasons? I shall mention only the two 
most important. On the one hand, there was no active demand 
upon the commercial banks for credit, since during depression 
business was not borrowing. On the other hand, there were the 
additions to gold stock, principally by imports. 
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Member Bank Reserve Balances 
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This situation caused widespread alarm. In pre-depression years 
even small amounts of excess reserves had caused low money 
rates, followed by an expansion of loans as the banks and business 
put the credit to work. In 1935 money rates were very low, and 
recovery seemed under way. What if recovery passed into boom? 
The basis for an enormous expansion in credit was there, and 
therefore of a runaway rise in prices. 

What about the controls—the brakes—which might be used by 
the Federal Reserve System to curb the boom? The time-honoured 
devices were an increase of discount rates, coupled with sales of 
securities on the open market so as to draw away the surplus 
money from the commercial banks. It seemed, in the circum- 
stances, that neither of these would work. Raising discount rates 
by the Federal Reserve Banks could hardly have much effect 
because the member banks, with large excess reserves, had abso- 
lutely no need for rediscounts. Sale of securities on the open 
market by the Federal Reserve Banks faced two difficulties. First, 
the excess reserves were so large that it was doubtful that enough 
could be sold to have much effect. And second, the sale of securities 
—mostly government securities—would depress their price, and 
so long as the Federal Treasury was in the money market as a 
borrower—so long as the federal budget was unbalanced—this 
would certainly cause the Treasury to object. 

. There was, however, one new control which had never been 
used because it had only come into existence. In 1935 the Board 
of Governors of the Federal Reserve System had been given the 
power to increase the reserve requirements of member banks by 
not more than double. If this were done, it would eat up a good 
part of the excess reserves, and it would, in any case, reduce them 
so far that the device of open-market sale of securities might be 
effective. A debate arose as to the wisdom of this step: one group 
feared increasing reserve requirements, because it might check 
recovery ; the other argued in favour because it felt that, if a boom 
got under way, the brakes would be hard to apply. The latter 
group had its way. In August, 1936, the Board of Governors 
increased reserve requirements by one-half, and this absorbed 
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about half a billion dollars of the excess reserves; and in January, 
1937, it announced its intention of exercising to the full the res 
of its power of increasing reserve requirements. The chart shows 
that in August, March and May excess reserves were curtailed, 
By May, 1937, the reserve requirements were double what they 
had been, and as a result excess reserves were down to about 
$900 million. 

One other step was taken which I must describe. In December, 
1936, the Treasury announced a gold sterilisation plan, designed 
to put some check upon the growth of bank reserves through gold 
imports. The Treasury undertook to buy imported gold, not by 
issue of gold certificates, but by Treasury bills, i.e., short-term 
interest-bearing obligations. In this way the Treasury took funds 
out of the money market equal to the amount of the imported 
gold which it acquired. 

Most people thought these steps wise because most people at 
the time were expecting a boom to develop. Yet so precarious is 
the basis for judgment about practical economic issues that a very 
few months after the final adjustment upward had been made in 
reserve requirements, business started to decline. Instead of a 
boom we got recession. It is not my opinion that either the gold 
sterilisation or the increased reserve requirements can be blamed 
for the recession, because in May, 1937, the member banks still 
had reserves $900 million in excess of reserve requirements, and 
the Federal Reserve Banks were stuffed with surplus money. 
(Their ratio of cash reserves to demand liabilities was 80%.) 

In recent months the two anti-boom devices which I have 
described have been reversed. Gold imports are no longer being 
sterilised. On the contrary, on April 16, 1938, the Treasury 
desterilised $1,400 millions of its inactive gold stock. This step 
is not yet reflected in the bank reserves because the immediate 
result is merely to increase the balance of the Treasury, with the 
Federal Reserve Banks. But as the balance is drawn upon to 
meet an excess of Treasury spendings over Treasury receipts, 
there will be an increase in the resrves of the member banks, and 
undoubtedly these will rise to a new height. At the same time the 
Federal Reserve System reduced reserve requirements by $750 
million, making the required ratios 223%, 174%, 12%, (time 5%) 
rather than 26%, 20%, 14% (and 6%). 

In what I have said so far there has been no reference to silver, 
and I would be doing less than justice to recent monetary agita- 
tion, as distinct from recent monetary thought in the United States, 
if I made no mention of silver. Traditionally, silver agitation has 
been a cheap money agitation in the United States. After 1900 
the agitation seemed dead, but the depression showed that it was 
only dormant. There seems to be a sort of Gresham’s law about 
bad monetary ideas. In depression at least they tend to drive 
out good ideas, and the reason doubtless is that they have a 
greater velocity of circulation. So after 1931 a strong agitation 
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in favour of doing something for silver plagued the nation, and it 
got action. The government began to buy the domestic output at 
a price which gave silver producers a substantial bonus, and it 
also bought silver abroad. China, the one nation in the world 
which has something like a silver standard, was seriously embar- 
rassed. 

I do not want to draw any morals from the story I have tried to 
present. I hope I have made it clear that after we get recovery 
in the United States there are difficult monetary questions to solve. 
Member bank reserves are so enormous that they could support a 
vast increase in credit, provided there was an active demand for 
loans by business. A further problem for the United States and 
for the world is the curious distribution of gold reserves. The 
gold supply of the world is concentrated in a few countries. United 
States, Great Britain, France, Belgium, Netherlands, Switzer- 
land—all of them creditor nations—have 87% of the world’s mone- 
tary gold stocks, and the United States alone has over 50%. The 
present price in the United States is such as to draw a steady 
flow to its shores, and such as to stimulate an increased production. 

There is, of course, no neat solution for any of these problems. 
They will have to be approached piecemeal. The monetary prob- 
lems of the world can hardly be tackled until national price levels 
are about where nations want them, and whatever these levels may 
be, they will have to be higher than they are now. We may have 
to wait upon a scaling down of international debts on some general 
tasis. Perhaps we will get an international exchange stabilization 
fund under the direction of the Bank for International Settlements. 

Of one thing I am certain—this is, that the decisions which will 
te taken both in the United States and elsewhere will not depend 
primarily on economic analysis. The crucial decisions will be poli- 
tical. But, in spite of this, there is every reason why economists 
should give advice in the hope that rational action may result. 





Costing Motor Vehicle Operations in Govern- 
ment Departments 
By D. L. BRuMLEY, A.F.1.A. 


The ascertainment of costs in a Government Department is of 
onsiderable importance, though perhaps not so vital as in the 
ase of an organisation carried on for the purpose of profit. In the 
iormer case, the function of the vehicles is to render a public ser- 
vice, while in the latter the costs must be maintained at as low a 
evel as possible, consistent with efficiency, in order to return the 
maximum amount of profit. Consequently, the costs must be kept 
ntinually under review for the purpose of analysing trends, and 
investigate any material fluctuations. For this purpose, state- 
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ments of cost must be compiled frequently, at least at monthly 
intervals. The cost statements in connection with motor vehicles 
in a Government Department are prepared at much longer inter- 
vals, and generally only at the end of the financial year. 

The preparation of the cost statement involves a considerable 
amount of work in ascertaining the necessary information, but in 
the department upon whose experience this article is based, one or 
two weeks is generally sufficient for its compilation. 

In considering costs of motor vehicle operation, it will be found 
that the principal items comprise petrol, tyres and depreciation, 
coupled with what are usually minor items of repairs, registration, 
insurance and sundry small miscellaneous expenses. 

In this particular Department, all accounts are rendered on a 
special form, on which provision is made for detailing the debits 
involved. In addition to being practically essential to accurate 
posting to the ledger accounts, this greatly facilitates the grouping 
of expenditure on the different motor vehicles. 

From the accounts rendered, the amounts are then posted to 
the ledger. The ledgers are based on the sectional system, one sec- 
tion being devoted to motor vehicles. This ledger consists of 
specially-ruled cards, one for each vehicle, the vehicles, for the 
purpose of identification, being supplied with a departmental 
number. The ledger cards are as shown below, the subdivision of 
expenditure being of great assistance in the taking out of costs. 


Motor Car 76 Financial Year 1937-38 
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Fig. 1. Ledger Card. 


In addition to the ledger sheets, further information is obtained 
from “Monthly Running Returns,” which are submitted for each 
vehicle by the officer in charge of it. These returns, as can be seen 
from the example (Fig. 2), supply valuable information as to mile- 
age, and the petrol and oil consumption. 
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MONTHLY RUNNING RETURN 


Reg. No. 8-196 
Month Feb., 1938 


Officer........ 
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Petrol Summary : Oil Summary : 
Received Received 
On Hand On Hand 


Consumed Consumed 


Speedo.: 
Last Return 
This Return 


Signature 





Fig. 2. Monthly Running Return. 


From the Ledger and Running Returns, then, can. be obtained all 
necessary information, with the exception of depreciation.: Depre- 
ciation of motor vehicles is a considerable annual charge, and it is 
difficult, if not actually impossible, to devise a method to arrive at 
itaccurately. Owing to several factors, examination of which space 
will not admit here, rates of depreciation over the life of the vehicle 
are not uniform. The method now generally adopted in Govern- 
ment Departments is to calculate depreciation on a mileage basis, 
giving the vehicle a “life” of 100,000 miles. This method, for de- 
partmental purposes, at any rate, is sufficiently accurate. 

Having thus obtained all the necessary information, there remains 
only the preparation of the cost statement. This is very compre- 
hensive, providing for the detailing of the principal items of expense 
for the current year, the previous year, and the whole life of the 
vehicle. In the example given (Fig. 3) the figures for the current 
year only are given, as the inclusion of the other figures would 
render it too bulky. 
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With the completion of the statement, the work of the costing 
derk engaged upon it is ended, and the statement is handed to those 
in authority for their perusal, and for them to initiate any action 
they may consider necessary from the facts disclosed by it. 





THE BUSINESS LETTER 


The following letter has been received by Mr. J. A. L. Gunn from 
Mr. R. Pennington, B.a., the librarian of the Gladstone Library, 
London : 

The “Business Letter” was so good it taught me something, and 
if this testimonial does not seem self-evident, let me add that I 
have been preaching these very precepts for several years. With 
Mr. Herbert in England, and now yourself in Australia, it is 
probable that a good proportion of the English-speaking people 
will begin to speak English again. What the politicians, the law- 
yers, and the captains of industry will do then, when they find 
themselves surrounded by a foreign tongue, I do not know. I do 
not greatly care. 

You have put the arguments for brevity and simplicity as well 
as they could be put, and I can only read and be thankful. For 
myself, I feel that the argument for the charm of simplicity is a 
strong one. Only a Gibbon or a De Quincey can manage a com- 
plex and Latinised prose. They can build their verbal palaces in the 
erand classical manner: if we are wise, we shall be content with 
the cottage style, which is simple and charming. And, of course, 
the only style suitable for a letter. A letter is not literature: it is 
recorded conversation or plain narration ; and all the literary tricks 
and artifices are out of place. Probably all this trouble about 
business letters arose from the nervous anxiety of the first business 
man who sat down to write, which he had never done before, and 
felt that he was now one with the great masters of the pen, and 
must, therefore, express himself in the manner of Cicero before 
the Senate or Milton after dyspepsia. 

As for brevity, there can be no better argument than the short- 
ness of our lives to-day. Doctors tell us we are living longer. So 
we are—by clock-time. Actually, we have shorter lives, because 
we have so many more things to do, there are so many more dis- 
tractions, and more anxieties. Time is what we feel it to be, and 
as we live faster, so time flies more quickly to-day. We have not 
time for the leisurely circumlocutions of the Victorians. We must 
be brief : 

“But at my back I always hear 

Time’s wingéd chariot hurrying near. . . . 
Whoever heard a commander say to the troops: “In view of all 
the attendant circumstances, and considering the extreme gravity 
it the situation and the disadvantages attaching to a continuation 
our present stationary position, it would be advisable if the 
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troops proceeded with increasing momentum towards the adver. 
sary’? He says: “Charge.” Is time less valuable in peace time, 
that we can afford to waste it? 

I find little comment, otherwise, to make on your remarks, 
Simplification of letter-headings is good counsel. The verbog 
and decorated headings of the past, with rows of silver medals 
won at Exhibitions at Warsaw, were vulgar vainglory. 

Personally, I have always thought that the address being of the 
nature of a sign or non-narrative text—such as a title-page of a 
book—should not have punctuation, save for stops after initials 
or abbreviations, e.g., N.S.W. But I’m in a minority here. | 
does not matter greatly. 

Another peculiar opinion is that a distinction should be drawn 
between abbreviations and contractions; the former should be 
followed by a full point; the latter not. But I have the Oxford 
Press compositor’s handbook against me here. Still, it was the 
very sensible practice of mediaeval penman to put a stop after an 
abbreviation, thus, Jan.; but, by omitting it after a contraction, 
to show that the word was only contracted and not abbreviated, 
thus, advt—where the word has been contracted adv...... t (A 
contraction always contains the final letter, and hence does not 
need a stop.) 

I loathe “Esq.,” which is false and snobbish. Quakers manage 
this matter sensibly and write “John Brown,” which is all that is 
needed. If “Esq.” can be gradually eradicated, well and good 
The present difficulty is that there are some sensitive souls who may 
regard its omission as an intended slight. I think the fashion wil 
shortly change, and people will go back to plain “Mr.”—with the 
stop, I suppose, although this is another contraction which has 
no need of it. 

Margins are important. They are one of the two chief things 
to remember in good printing ; it is often the use of ample margins 
that makes a good book. 

Most important of all is a legible signature. I do not remember 
meeting one in the last dozen years. It ought to be a disgraceful 
confession of illiteracy to have to add a typed name underneath 
the manuscript one. A man who can’t write his own name wel 
and even beautifully has not even begun his education. 

But you have really said all this already. There’s nothing I can 
add. I can only wish you well in the good work. Or, as these 
ridiculous Nazis say: “Sieg heil!” (“Hail Victory!) 


, 














1938 





In 
with 
of th 
ferre 
forw 
Cour 
atten 
relati 
Act, 
time 
Engl: 
for c 
or ot! 
of int 
the A 

Th 
ledgn 
Supre 
the w 
of ci\ 
§. 21 
referr 
an im 
Supre 

In | 
recove 
for a : 

By 
Statut 
debt r 
detern 
time v 

The 
debt w 
of Sec 
the co 


" 


and th 
acknoy 
been tl 








NOV 





Iver. 
time, 


arks, 
bose 
edals 


f the 
ofa 
itials 
, It 


rawn 
d be 
<ford 
s the 
ar an 
tion, 
ated, 

(A 


5 not 


nage 
lat is 
rood 
) may 
1 will 
h the 
1 has 


hings 


rgins 


mber 
iceful 
neath 


well 


T can 
these 














1938 THE AUSTRALIAN ACCOUNTANT 291 


Legal Decisions of Interest to Accountants 
By J. S. McINNEs, F.1.c.a. 


STATUTES OF LIMITATION—ACTIONS IN VICTORIAN PETTY 
Sessions Courts 


In the issue of this Journal for August last, pp. 52-57, we dealt 
with the law relating to the revival of a debt by an acknowledgment 
of the debt in writing from which a promise to pay could be in- 
ferred. Before the publication of our note a Bendigo reader had 
forwarded us a newspaper report of a case in the Bendigo City 
Court (a Court of Petty Sessions) in March last, which directs 
attention to what appears to be an anomaly in the law of Victoria 
relating to statute-barred debts. The Victorian Supreme Court 
Act, 1928, sets out in S. 82 provisions relating to the limitation of 
time for commencing actions, and these, in general, follow the 
English statutes. One modification is that the period of limitation 
for commencement of actions of covenant or debt upon any bond 
or other specialty (i.e., specialty debts), except actions for arrears 
of interest, is 15 years, as against 20 years in England and most of 
the Australian States. 

The doctrine of a promise to pay a debt arising from an acknow- 
ledgment in writing is implied from the language used in the 
Supreme Court Act. But in the case of Courts of Petty Sessions 
the whole of the law relating to the limitation of actions in the case 
of civil debts recoverable summarily appears to be contained in 
§. 210 of the Justices Act, quoted hereunder, and the doctrine 
referred to is not implied. There would appear, therefore, to be 
an important difference on this point in the case of actions in the 
Supreme Court and actions in Courts of Petty Sessions. 

In the case in the Bendigo City Court, A. E. Colgan sought to 
recover a debt of £9/12/6 contracted by N. Hayes in March, 1930, 
for a suit of clothes. 

By S. 210 of the Victorian Justices Act, 1928, as amended by the 
Statute Law Revision Act, 1929, “. . .. all complaints for a civil 
debt recoverable summarily under this Act, or for a cause of action 
determinable summarily, shall be made within six years from the 
time when the matter of such complaint arose, and not afterwards.” 

The action having been brought more than six years after the 
debt was due, it would normally have been barred by the provisions 
of Section 210, but in August, 1933, the defendant had written to 
the complainant as follows: 

“I have to advise I am unable to make any remittance at 
present, as I am still out of employment,” 

and the question arose whether the law of revival of a debt by 

acknowledgment in writing applied to S. 210. This question has 

been the subject of much doubt for some years. 
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By S. 60 of the Supreme Court Act, 1928 (Application of the 
Act to Inferior Courts), “The several rules of law enacted by Part 
VII of this Act shall, unless express provision is otherwise made, 
be in force and receive effect in all Courts whatsoever so far as the 
matters to which such rules relate shall be respectively cognisable by 
such Courts.” Part VII of that Act contains the provisions relating 
to the limitation of actions. 

It was contended for the defendant that S. 210 of the Justices 
Act was an express provision dealing with the matter, and, there- 
fore, the provisions of the Supreme Court Act did not apply in 
Courts of Petty Sessions. 

The Bendigo Bench (two Justices of the Peace) decided that 
the case was covered by S. 210, and that the debt could not be re- 
covered owing to the action being out of time. 

In Victorian Producers’ Co.-op. Co. Ltd. v. Dye (1927), V.LR. 
572, (1928) Argus L.R. 7, the same point had been raised, but it 
was not necessary to decide it. In that case the debt was alleged 
to have been incurred in Feb.-May, 1921. On August 2, 1927, the 
alleged debtor wrote to the creditor advising that he had no recol- 
lection of owing the account then demanded, but “Rather than 
be mixed up in any unpleasant affair, I am prepared to pay you 
half of the supposed amount, and this can only be in small monthly 
instalments.” The creditor company did not accept this offer. 

On a ground which is not material to this note, the Court of 
Petty Sessions gave judgment for the plaintiff company, but on 
appeal to the Supreme Court, Chief Justice Irvine held that the 
letter referred to was not an acknowledgment from which any 
promise to pay could be implied, because it contained a distinct 
denial of the existence of any debt, nor did it amount to a revival 
of the debt even to the extent of one-half of the original debt. 
Recovery of the debt was, therefore, barred by limitation of time 
under S. 210 of the Justices Act. 

In the course of his judgment His Honour said: “I have very 
considerable doubt whether the doctrine of implied promise to pay a 
debt arising from an acknowledgment in writing has any applica- 
tion whatever to Section 210 of the Justices Act, 1915” (which, so 
far as the point under discussion is concerned, was to the same effect 
as S. 210 of the 1928 Act). “In the Supreme Court Act, 1915, the 
existence of such a doctrine is implied from the language used to 
limit its application in Sec. 85 (3)” (S. 88 (3) of the 1928 Act) 
“and elsewhere. But in the former Act there is an express and 
definite provision, which is without exception, that all complaints 
for a civil debt recoverable summarily under this Act shall be 
made within six years from the time when the matter of such com- 
plaint arose and not afterwards. The complaint for this civil debt 
was made on the 25th August, 1927, and was, consequently, not 
made as required within six years after the matter of the com- 
plaint arose.” 
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BANKRUPTCY OF STOCK AND SHARE BROKERS—TRUST 
PROPERTY IN HANDS OF BANKRUPTS 


By S. 91 of the Commonwealth Bankruptcy Act, the property 
of a bankrupt divisible amongst his creditors shall not include 

“(a) Property held by the bankrupt on trust for any other 

person.” 
An express provision of this nature has been inserted in Bankruptcy 
Acts since 1869, but property held on trust by a bankrupt never 
was divisible amongst his creditors, except (as it still is) to the 
extent of any beneficial interest the bankrupt might have been 
entitled to under the trust. 

Therefore, property held on trust by a bankrupt at the date of 
sequestration of his estate can be claimed by the cestui que trust if 
itcan be traced. And if a trustee, in breach of trust, has converted 
trust property into some other form, the property into which it has 
been so converted becomes subject to the trust. This principle 
applies not merely to express trustees and personal representatives, 
but to all agents dealing in a fiduciary capacity with the property 
of their principals. As Lord Ellenborough put it over a century 
ago—Taylor v. Plumer (1815), 3 M. & S. 562—“ the property of 
a principal, entrusted by him to his factor for any special purpose, 
belongs to the principal, notwithstanding any change which that 
property may have undergone in form, so long as such property is 
capable of being identified and distinguished from all other pro- 
petty.” This principle of equity is a very old one. 

If a trustee has mixed trust moneys with his own, or has, partly 
with his own and partly with trust moneys, purchased other pro- 
perty, then the beneficiaries cannot elect to take the whole of the 
mixed fund or the entire property so purchased. If, however, the 
mixed fund can be traced (into whatever form it may have been 
converted), the beneficiaries will be entitled to a first charge on it. 
(Underhill’s Trusts and Trustees.) 

In practice, difficulties often arise in tracing the property that 
has been substituted for the trust property, but so long as the sub- 
stituted property can be traced, the beneficiary may claim it. 


Bankruptcy of Ward & Company 

Some interesting and important questions on the subject arose 
for decision in Re Ward & Co. (1937), 10 A.B.C. 42. W. C. 
Ward, C. R. Curwen and A. K. Ward carried on business as Ward 
& Co., stock and share brokers, Melbourne, and the trustee asked 
the Court to determine the respective rights of a number of inde- 
pendent claimants to a number of share certificates in certain com- 
panies, now in his possession as trustee. The report does not set 
out the facts of each case, but merely reports the principles of 
general application laid down by the Bankruptcy Judge. Eight 
respondents were represented by counsel at the hearing. 

A large number of share certificates in companies had in the 
ordinary course come into possession of the trustee, and questions 
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arose in regard to their ownership, whether in any and in what 
cases the trustee was entitled to retain as part of the bankrupts’ 
estate any such shares, and whether the particular claimants, or 
which of the particular claimants, was or were entitled at law to 
such shares. 

The matter was before the Court on several occasions, and before 
delivering the judgment hereinafter referred to, Mr. Justice Lukin 
directed that clients who had left their scrip with Ward & Co., either 
for sale or safe custody, were entitled to the delivery of such scrip 
to them. 

Subsequently, in the course of a considered judgment, Mr. Jus- 
tice Lukin said: 

“Tt seems to have been the practice of the firm to issue receipts 
in numerical order to their clients for scrip certificates received with 
instructions to sell, and to make out sale contract notes in numeri- 
cal order to the selling or purchasing clients. The bankrupts kept 
books of account and records, a day book, scrip journal, scrip regis. 
ter, cash book, journal and clients’ register. The day book repre- 
sents the whole of the day’s transactions in each account under the 
headings of the names of each company in which selling or pur- 
chasing transactions have taken place. The entries in the day book 
are posted to the scrip journal to each company’s account on 
receipt of the scrip from the selling brokers. A serial number 
would be placed on the back of the scrip, and that number recorded 
in the scrip register. The serial number would be placed on the 
left-hand side of the scrip journal to show where it came from, and 
the transaction was posted in the scrip register showing the total, 
the number of shares, the name the shares were in, and the date 
delivered to, etc. These receipts, contract notes and books of 
account, if properly kept, should facilitate the tracing and identif- 
cation of these various parcels of shares. 

“Claims were made by clients for shares that came into their 
possession in different ways—some by way of deposit for safe keep- 
ing, but retained and identifiable ; some deposited for safe keeping, 
not retained and not identifiable in their original form ; some depo- 
sited with instructions to sell, not, in fact, sold, but retained and 
identifiable; some deposited with instructions to sell, but not sold 
and not retained, and not identifiable in their original form; some 
received in consequence of instructions to buy, bought and speci- 
fically allotted to the client, and now identifiable in their original 
form; some bought under instructions, and specifically allotted to 
the purchasing client, but delivered to another client who had bought 
and had been allotted the same number of specific shares in the 
same company, but whose shares had remained in the bankrupts’ 
hands, in substitution for the allotted shares-—whether substituted 
deliberately or accidentally, in my opinion, does not matter; some 
where clients have instructed to buy, the shares have been pur- 
chased, and have been paid for but not delivered, there not being 
sufficient shares in the hands of the trustee, and no direct evidence 
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Lire ASSURANCE AND BANKRUPTCY 
II 
CoNFLICT OF STATE AND COMMONWEALTH LAW 


In the last issue of this Journal we set out in full Sections 108 
and 109 of the Commonwealth of Australia Constitution Act, 
Shortly stated, S. 108 provides for the saving of State laws—every 
State law relating to any matter within the powers of the Com- 
monwealth Parliament continues in force in the State until provision 
is made in that behalf by the Commonwealth Parliament. Section 
109 provides that, when a State law is inconsistent with a Com- 
monwealth law, the latter shall prevail, and the former shall, to the 
extent of the inconsistency, be invalid. Both these sections have 
been the subject of consideration in numerous cases, but their 
full effect is by no means yet understood or appreciated. 

3y reason of the Commonwealth Parliament having power to 
legislate with respect to insurance, and bankruptcy and insolvency, 
the position is even more complicated than in many other cases. 
The anomalous position in regard to the protection afforded to 
life assurance policies by Commonwealth and/or State legislation 
was the subject of consideration by Acting Chief Justice Mann in 
the Victorian case of /n re Farley; Holden v. Johnson (1933) 
V.L.R. 271, Argus L.R. 396. In that case, Farley had died in 
1931, leaving a will appointing the plaintiffs, Holden and Hodge, 
executors, who duly proved the will. The estate of the deceased 
was insolvent, and upon the petition of the executors an order was 
made for the administration of the estate in bankruptcy under S. 
156, J. W. Ross being appointed trustee. 

At the time of his death Farley was the holder of three endow- 
ment policies of assurance, payable on his attaining an age speci- 
fied in them, or his death before attaining that age, and it was not 
disputed that these were policies of life assurance or endowment 
within the meaning of Sec. 91 (b) of the Bankruptcy Act. On 
one of these policies Farley had in his lifetime created a charge in 
favour of R. E. Loader, which charge was still subsisting at his 
death. The proceeds of these policies amounted to £2,344/7/-. 
The premiums paid on the policies during the two years next pre- 
ceding the order of sequestration-—see Sec. 91 (b)-—amounted to 
£184/18/4, and this sum had been paid to the trustee. The execu- 
tors had also paid out of the proceeds the sum of £478/7/4 in 
respect of funeral and testamentary expenses, leaving a balance in 
their hands (including accrued interest) of £1,711/6/4. 

On these facts the question arose whether S. 91 (b) of the Com- 
monwealth Bankruptcy Act superseded S. 476 (4) of the Victorian 
Companies Act, so that the whole of the proceeds of the life and 
endowment policies were protected from the creditors of the tes- 
tator, and the executors asked the Court to decide as to what persons 
they should pay the proceeds of the three life policies. 
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PLAIN STATEMENT 
of 
FACT 


TO THE THOUSANDS OF HOLDERS OF 
COMMONWEALTH BONDS MATURING IN 
DECEMBER, 1938. 


The Australian Loan Council invites all holders of 
Commonwealth Inscribed Stock and Bonds 
maturing on 15th December, 1938, to convert 
their holdings. 

The interest rate on the new Loan is 3{ per cent. 
Price of Issue, Par. Repayable in 1954, the 
Treasurer reserves the option of redeeming the 
Loan on or after 15th December, 1952. 

Cash may be invested in this new Loan and will 
be employed for urgent Defence purposes to the 
extent of £4,000,000, and for paying off those 
who are unable to convert their present holdings. 
Applications may be lodged with any Bank, Sav- 
ings Bank, Money Order Post Office, or member 
of a recognised Australian Stock Exchange. 


x LOAN x 


CONVERSION 


Mt larey 


Commonwealth Treasury, 








Canberra, A.C.T. ener 
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By S. 476 of The Victorian Companies Act, 1928: 


(4) “Notwithstanding anything contained in his will, or any 
codicil thereto, on the death of any person the property and interest 
of such person in any policy or policies of assurance on his life 
not maturing only at his death shall not to the extent of £1,000 of 
the sum assured be assets for the payment of his debts,” except 
in certain circumstances not material to this case. 

(9) “This section shall be read as subject to any law of the Com- 
monwealth relating to bankruptcy in any case to which such law 
applies.” 

Mann A.C.J. held that the provisions of the Commonwealth 
Bankruptcy Act had the effect of overriding the provisions of the 
Victorian State law relating to the same matter, and in particular 
$.91 (b) of the Bankruptcy Act applied, to the exclusion of S. 476 
(4) of the Companies Act; S. 91 (b) must be taken as a complete 
pronouncement of the law with regard to the rights of creditors 
under an administration of the estate in bankruptcy. 

After quoting S. 476 (4) of the Companies Act, His Honour 
said that, under that provision, if there had been no administration 
in bankruptcy, there would have been £1,000 available for the bene- 
ficiaries under the will of the testator, while the remainder of the 
assets would have been available for creditors in the hands of the 
executors. But, under the order for administration in bankruptcy, 
it was provided by S. 155 (5) of the Bankruptcy Act that upon 
such an order being made “the property of the debtor shall vest 
in the official receiver as trustee thereof, and he shall proceed forth- 
with to realise and distribute the same in accordance with the 
provisions of this Act.” These words, taken by themselves, would 
appear to indicate that the policies in question and the full amount 
of their proceeds would, as being property of the testator, vest in 
the official receiver; but Subsection (4) of the same section pro- 
vided that, with the modifications mentioned in the section, all the 
provisions of the Act relating to the administration of the property 
of a bankrupt shall, so far as they are applicable, apply to the case 
of an order for administration of the estate of a person dying 
insolvent. 

The effect of S. 91 (b) was that, apart from the two years’ 
premiums, none of the proceeds of the policies were available for the 
creditors in the administration in bankruptcy 


Opposing Views Stated 


Two contending views had been put before the Court as to the 
duty of the executors in relation to the balance of £1,711/6/4 held 
by them. 

One view was that, in accordance with the provision of the Com- 
panies Act, the sum of £1,000 was in the hands of the executors 
available for the legatees, and the remaining £711/6/4 for the 
creditors. It was said that there was no provision in the Bank- 
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ruptcy Act, in the case of the administration of the estates of 
deceased persons, annulling the rights of creditors or operating by 
way of release of the estate from their claims. There was no provi- 
sion, for instance, such as was found in the provision of the 
Bankruptcy Act, expressly taking away the remedies of creditors 
upon the making of an order for sequestration, nor any provision 
analogous to the discharge of a bankrupt which, in the case of 
bankruptcy, operates as a release from all claims. The argument, 
therefore, was advanced that the creditors of the deceased were 
free to pursue their claims against the £711/6/4 remaining in the 
hands of the executors, as well as to prosecute their rights under 
the administration in bankruptcy. where, of course, they were 
entitled to share in the distribution of the fund in the hands of the 
bankruptcy trustee. The opposing contention was that the whole 
£1,711/6/4 was availabie for those entitled under the wiil, free 
from any claim whatever by the creditors. 

“It will be observed,” said His Honour, “that if the first con- 
tention is right, there would be two jurisdictions and two trustees, 
both engaged in the distribution of assets amongst the creditors of 
the deceased. The two jurisdictions are now totally independent, 
and the rights enforceable by the creditors in the two jurisdictions 
would be different. If, on the other hand, the second contention 
is right, the executors of the will of a deceased person whose estate 
is insolvent can, by petitioning in bankruptcy, as it were, defeat 
the creditors to the advantage of the legatees to the extent by which 
the proceeds of the life and endowment policies of the deceased 
exceed the sum of £1,000. If, however, a creditor of the deceased 
were diligent enough to first take administration proceedings in 
this Court, he would, apparently, be able to reserve the creditors’ 
rights to the surplus over £1,000. That would appear to be so by 
reason of Sec. 155 (3) of the Bankruptcy Act, which provides that 
a petition for administration under that section shall not be pre- 
sented to the Court after proceedings have been commenced in 
any Court for the administration of the deceased debtor’s estate.”* 
“The curious result seems to arise that, in a case such as the present, 
it is to the creditors’ interest to keep the estate out of the Bankruptcy 
Court, and to the interest of the legatees to have the estate admin- 
isered in bankruptcy, the provisions of the Federal Bankruptcy Act 
being more lenient to the deceased and those who claim under him 
than are the provisions of the Companies Act of Victoria.” 

*In view of the importance of Subsection (3) of S. 155, we quote the subsection here- 
under in full: 

S. 155 (3): “A petition for administration under this section shall not be presented to the 
Court” (i.e., a Commonwealth Bankruptcy Court) “after proceedings have been commenced 
in any Court for the Administration of the deceased debtor's estate, but the latter Court may, on 
proof that there is no reasonable probability that the estate will be sufficient to pay its debts, 
transfer the proceedings to the Court exercising bankruptcy jurisdiction, and thereupon the Court 
may, in the prescribed manner, make an order for the administration of the deceased debtor's 


estate, and the like consequences shal! ensue as under an administration order made on the 
petition of a creditor.” 
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Provisions of Commonwealth Bankruptcy Act Prevail 


“Notwithstanding this result, and the inconvenience that may 
follow therefrom, I have come to the conclusion that the whole 
of the £1,711 in question is now available for distribution among 
those who claim under the will, apart from the claims of credi- 
tors. In my view, the provision of Sec. 91 (b) of the Bankruptcy 
Act, as it applies to estates of deceased persons, must be taken as 
being a complete pronouncement of the law with regard to the 
rights of creditors under such an administration, and it has the 
efect of operating as a repealing or overriding provision in relation 
to analogous provisions in the State Acts affecting the administra- 
tion of estates of deceased persons in those cases where such estates 
are insolvent.” 


“The result, so far as Sec. 476 (4) of the Companies Act is con- 
cerned, if I am right in the view I have expressed, is this, that its 
provisions remain in full force and operation, except in those cases 
in which the estate of the deceased person is insolvent, and in 
which a decree (or order) for administration in bankruptcy has 
been granted. Once that has been done, the immunity as against 
creditors provided by the Bankruptcy Act takes the place of the 
lesser immunity granted by the Companies Act; but, of course, 
while the creditors as such must go to the Bankruptcy Court, and 
be contented with what they can get there, there is nothing in the 
Bankruptcy Act to deprive a creditor of any right of property 
which he may have in or over the assets of the deceased person and 
now remaining in the hands of the executors. Thus, a specific 
charge validly created in the lifetime of the testator in favour of a 
creditor upon these policies or their proceeds is a right which the 
executors, of course, must regard in the distribution of the fund 
remaining in their hands. In other words, the limit put upon what 
may be called the involuntary alienation of these policies does not 
in any way affect the right of the deceased person to alienate 
them in his lifetime.” 





Stamp Duty—INDORSEMENT AND REcEIPT Form ON BACK 
OF CHEQUE 


Section 55 of the Victorian Stamps Act provides: 
“Every person who— 

(1) Gives any receipt liable to duty and not duly stamped; 

(2) In any case where a receipt would be liable to duty refuses to give 
a receipt duly stamped; 

(3) Upon a payment of the amount of £2 or upwards gives a receipt for 
a sum not amounting to £2 or separates or divides the amount paid 
with intent to evade the duty— 

shall be liable to a penalty of not more than £5.” 

Section 52 defines “receipt” thus: 

“The term ‘receipt’ means and includes any note memorandum or writing 
whatsoever whereby any money amounting to £2 or upwards or any bill 
at exchange or promissory note for money amounting to £2 or upwards is 
acknowledged or expressed to have been received or deposited or paid or 
whereby any debt or demand of the amount of £2 or upwards is acknowledged 





300 THE AUSTRALIAN ACCOUNTANT NOV. 


to have been settled satisfied or discharged or which signifies or imports 
any such acknowledgement and whether the same is or is not signed with 
the name of any person.” 

(See SS. 70 and 71 of the Queensland Stamp Acts, and SS. 9 
and 92 of the New South Wales Acts.) 

Some time ago the Victorian Stamps Department advertised in 
the newspapers that, when the back of a cheque form was used asa 
receipt, a stamp had to be affixed, even though another stamped 
receipt was issued by the payee. In June, 1937, the Department 
proceeded against a company, then in liquidation, for having issued 
an unstamped receipt. In that case a separate stamped receipt had 
been issued, and the company had indorsed the cheque, on which a 
receipt form was printed, and paid it into the bank. The Police 
Magistrate dismissed the charge, holding that the signature of a 
payee on the back of a cheque on which a form of receipt was printed 
did not necessarily constitute a receipt. The fact that the defen- 
dant company issued another receipt, duly stamped, and that its 
signature did not appear in the place reserved for it on the printed 
form on the back of the cheque, suggested that it meant only to 
indorse the cheque. Thus, only one receipt was issued, and only 
one stamp was necessary. 

The only report of this case that we have been able to find is in 
The Argus newspaper of June 22, 1937, and that report stated that 
the effect of the decision was that “A payee who signs his name on 
the back of a cheque on which a form of receipt is printed is not 


bound to affix a duty stamp if he regards his signature merely as an 
indorsement.” 


A Recent Victorian Case 
It is not surprising that the Department took action to correct 
this statement. In Campbell v. Howden & Co. Pty. Ltd. (1938), 
Argus L.R. 279, the defendant company was the agent of the owner 
of the building occupied by Lucullus Pty. Ltd., and collected from 
the latter company the rent of the premises. It was the custom 
of Lucullus Pty. Ltd. to pay its rent by cheques, which had a 
receipt form printed on the back, and it got all the cheques back 
from the bank after payment. If a creditor gave no other receipt 
the auditors of Lucullus Pty. Ltd accepted the form on the back 
of the cheque as a voucher, i.e., Lucullus Pty. Ltd. made use of the 
signature on the back of the cheque as a receipt only if a more for- 
mal document was not given. In the case of a cheque for £95/6/8, 

the back of the cheque was as follows: 
Received from 
Lucu.ttus Pry. Ltp. 
the amount as entered on the face of this cheque 
without recourse. 
Duty Stamp 
if over £2. Howden & Co. 
For Howden and Company Proprietary Ltd. 
L. McA. Howden, Manager. 
Date.......... ba ats 
The above signature also represents an endorsement. 


1938 


No 
& Co. 
intend 
ment ¢ 
after w 
he did 
sidere 
requir 


giving 
duly s 
the sa: 
trate | 
Supre 
Hol 
Mr. J 
5/-, w 
In t 
he ser 
was ne 
of S.! 
a rece 
receipt 
receipt 
and it 
ut G: 
was n¢ 
langua 
repres 
pleade 
The Cc 
§ Arg 
Ross 
His H 
ment, 
immat 
2 is § 
itis w 
did no 
the ba 
words 
was W 
should 


In t 
stated 
whicl 





1938 THE AUSTRALIAN ACCOUNTANT 301 


No duty stamp was affixed to the back of the cheque by Howden 
& Co. Pty. Ltd., but evidence was given by Mr. Howell that he 
intended his signature on the back of the cheque to be an indorse- 
ment only, and not a receipt, and that a duly stamped receipt was 
aiterwards sent to Lucullus Pty. Ltd. Mr. Howell also stated that 
he did not affix a stamp to the back of the cheque because he con- 
sidered he was not making a receipt, and that a stamp was not 
required. 

J. M. Campbell, an officer of the Stamp Duties Department, pro- 
ceded against Howden & Co. Pty. Ltd. under Section 55 for 
dving to Lucullus Pty. Ltd. a receipt liable to duty which was not 
duly stamped. Nine other cases for similar offences were heard at 
the same time. In the Court of Petty Sessions, the Police Magis- 
trate dismissed all the charges, and the Crown appealed to the 
Supreme Court. 

Holding that the Magistrate was wrong in dismissing the cases, 
Mr. Justice Gavan Duffy convicted the defendant, and fined it 
3/-, with costs of the proceedings in the Supreme Court. 

In the course of his judgment His Honour said that it could not 
be seriously argued that what appeared on the back of the cheque 
was not in form a receipt, nor that it did not come within the terms 
of S. 52. The defence was that, though the document was in form 
a receipt, when the manager signed it he never meant it to be a 
receipt, and, therefore, the indorsement on the cheque was not a 
receipt within Section 55. The Magistrate had agreed with this, 
and it was the strongest argument for the defendant on the appeal, 
wt Gavan Duffy J. held that this defence was untenable. There 
was no case where a document, clear on its face and in the English 
anguage, signed by a person able to read without deceit or mis- 
representation, having been executed, it had been successfully 
pleaded that the document was not the deed or act of that person. 
The cases of McManamny v. Goodwin (1901), 27 V.L.R. 566, 
’ Argus L.R. 1, in the Victorian Court, and Attorney-General v. 
Ross (1909), 2 I.R. 246, in the Irish Court of Appeal, persuaded 
His Honour that the intention with which a person signed a docu- 
ment, on its face a receipt within the words of Section 52, was 
immaterial. “If a document of the description covered by Section 
2 is given by a person to the other by whom money is paid, and 
itis unstamped, the offence is complete, even if the person signing 
lid not intend it to have the legal effect of a receipt.” The form on 
the back of the cheques in the present cases was a receipt in clear 
words, and for this reason His Honour thought that the Magistrate 
was wrong in dismissing the information, and on the evidence he 
chould have convicted. 


In the course of his judgment in the above case, the Magistrate 
tated that the defendant did not put any date on the indorsement 
which would be an essential if it was intended as a receipt,” but 
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Gavan Duffy J. stated that a date is not an essential part of a 
receipt. 

Had Howden & Co. Pty. Ltd. indorsed the cheque above the 
printed form of receipt, and left the latter blank, or had the com- 
pany crossed out the words forming the receipt on the back of the 
cheque, and then indorsed the cheque, no liability to stamp duty 
would have been incurred, for the cheque would not then have con- 
tained a receipt. 

In Attorney-General v. Ross, the defendant Ross gave N. a duly 
stamped receipt for a sum paid by N. for rent and goods supplied, 
and at the same time gave N. (as the defendant alleged, for book- 
keeping purposes only) a separate document, purporting to be a 
receipt for the rent alone (which was over £2). It was held by 
the Irish Court of Appeal that the latter document required to be 
stamped, despite the fact that the first-mentioned receipt had been 
duly stamped. 

It has long been settled that, by reason of the wording of the 
definition of receipt in the Stamp Acts, a duplicate receipt is, in the 
absence of express provision to the contrary, liable to stamp duty 
in the same manner as the original receipt. 

(The First Schedule to the Queensland Stamp Acts exempts a 
“Duplicate receipt or additional receipt given after the original has 
been duly stamped and bearing the words across such receipt 
‘original duly stamped’ or ‘original stamped.’” S. 72 requires 
every duplicate or additional receipt to bear the words “original 
duly stamped” or “original stamped” across it, otherwise it is not 
exempt, and there is a heavy penalty for indorsing the words 
referred to on a receipt where the original receipt has not been duly 
stamped. ) 


Several Instalments Paid in One Sum—Separate Receipts Issued— 
Dutiability 

Whilst on the subject of stamp duty on receipts, reference may 
usefully be made to the recent Victorian case of Campbell 2. 
McFarlane (1937), Argus L.R. 660. In that case, L. C. McFarlane, 
an estate agent, had received from a tenant the sum of £11/5/-, 
being five weeks’ rent of premises occupied by him at £2/5/- per 
week. McFarlane made separate entries in the tenant’s rent card 
for five separate sums of £2/5/- each, i.e., from week to week as 
the rent had become due, and he signed his name opposite each of 
these entries, but affixed only one twopenny duty stamp. 

He was charged before a Court of Petty Sessions with a breach 
of the Stamps Act, but the Bench dismissed the case, holding that, 
inasmuch as there had been only one payment of £11/5/-, the 
separate entries did not constitute so many receipts, and there was 
only one receipt. 

Upon the return of an order to review, Chief Justice Mann con- 
victed McFarlane, and imposed a fine of 5/-, with £10/10/- costs. 
His Honour said that the offence was of a most technical nature, 
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and was most innocent in intention. The fact was that the defendant 
received the sum of £11/5/-, and gave five receipts of £2/5/- each. 
“It was (the defendant’s) custom to record payment and give 
receipts on a rent card, and to enter thereon each payment from 
week to week as it became due. If the defendant had simply drawn 
a line at the bottom of the column of figures, and written ‘£11/5/-,’ 
and signed it, all would have been in order. Or if he had bracketed 
all the payments together, and had signed them with one signature, 
all would have been well. But he adopted the natural and expedi- 
tious means of writing his name five times.” 

By the Queensland Stamp Act of 1894-1901, S. 71 (3), receipts 
for the amount of £1 and upwards were liable to stamp duty—the 
amount is now £2 and upwards—and any person who “Upon a 
payment to an amount the receipt for which is liable to duty, gives 
a receipt for a less amount, or separates or divides the amount paid 
with intent to evade the whole or any part of the duty” was liable 
toa penalty—see S. 55 (3) of the Victorian Act above. In R. v. 
The Justices of Roma, Ex parte Murphy (1906), S.R.Q. 192, a 
person was convicted under this provision of having given a receipt 
for the sum of 19/113, upon a payment to him of the amount of £1, 
with intent to evade the payment of stamp duty. 





Trade Relations between Australia and 
Britain — The British Point of View 


By SAMUEL Hays, B.COM., F.S.S. 


Whilst it is perfectly true that certain British manufacturers and 
exporters are given to complaining that Australia’s protective 
tariff is doing harm to Britain’s trade with Australia, those who 
consider Australia’s position from an unbiased point of view are 
bound to agree, in the main, with her trade policy. 

To begin with, Australia is a debtor country to the extent of 
£1,200m., and most of this debt is owed to British investors. 
For the payment of interest on this debt a very large sum is required 
annually, and, since Australia relies on Customs collection for 
two-thirds o1 her national revenue, the interest on this debt could 
not be met without the imposition of some form of tariff. 

Again, whilst it is sometimes considered that Australian Customs 
duties are prohibitive, investigation shows that actually 49% of 
goods imported from the United Kingdom are admitted duty free,* 
29% have merely revenue rates, and 22% only have protective 
duties at rates considered reasonable by an impartial Tariff Board. 
The actual volume of Australia’s imports from Britain present an 
interesting study. This country, with a population of less than 
seven millions, has consistently bought more from the United 


*Except for primage revenue duty. 
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Kingdom than any foreign country. In fact, for the first quarter 
of 1938, it displaced India and South Africa as the United King. 
dom’s actual best customer. Between 1932 and 1937 the value of 
imports from Britain, per head of Australia’s population, rose 
from £2/13/- to £5/13/-. These figures are in themselves a 
sufficient answer to the statement that Australia’s tariffs are not 
giving British manufacturers a fair chance. 

A little consideration, too, shows that not only is it of great 
advantage to Australia to build up secondary industries, but it may 
even be to Britain’s interest also. It is somewhat dangerous fora 
country to be unduly dependent upon the sale of primary products 
in the markets of the world. For one thing, these surpluses some- 
times have to be sold at ruinously low prices, and often with 
unsettling results to primary producers in the importing country. 
A large proportion of a country’s population faced with heavy 
losses is certainly not going to be in a position to increase its pur- 
chases from Britain. In this connection, it is interesting to quote 
from the report on the trade discussions recently concluded between 
United Kingdom and Australian Ministers in London. “There is, 
therefore, a necessity to combine with such expansion (of Aus- 
tralian primary industries) the sound and progressive development 
of Australian secondary industries.” Once this view is accepted, 
another argument for Australia’s tariff becomes obvious. For, if 
importations entered the country unchecked, Australia’s industry 
would collapse, and British goods might be displaced by cheaper 
foreign manufactures. All that British manufacturers can reason- 
ably expect is a fair scale of preferences for British goods and the 
continuance of the inherent sentiment amongst Australians to buy 
British goods. 

As yet, the industrialisation of Australia is small in comparison 
with that of Britain. Thus, there is room for more immigration, 
the investment of more capital, and for more industries. With 
regard to immigration, most people in Britain would be glad to see 
the adoption of some large-scale scheme for fostering the settle- 
ment in the Dominions of people of British extraction. They view 
with some alarm the news that a large proportion of recent immi- 
grants have been from European countries other than Britain. 
Since 1930 there has been a net inward movement into Britain of 
over 300,000 people. This would seem somewhat unfortunate, 
particularly in view of the needs of the Dominions. 

To sum up, it is clear that it is to the mutual benefit of both coun- 
tries for Australia to have a well-balanced structure of both 
primary and secondary industries, which will contribute to the 
prosperity and progress of the latter country. Further, the tariff, 
if properly managed, can contribute to industrial development, and 
give an Imperial direction to the flow of trade. 
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Can Banks Create Credit ? 
By Pror. R. C. MILLs, 0.B.E., LL.M., D.SC. (ECON.) 


[A lecture to the Commonwealth Institute of Accountants, 
N.S.W. Division] 





This question has led to a battle of words in which the economic 
functions of banks in relation to credit have at times been 
obscured. Whether an affirmative or a negative answer is to be 
given to the question will depend largely upon the meaning 
attached to “create” and to “credit.” 

In order to obtain an answer to the question, it is first neces- 
sary to review the various functions of a bank, and to examine the 
mechanism and processes of banking. 

There are certain useful but comparatively unimportant func- 
tions performed by banks, which are not essential to this discus- 
sion. The principal functions of a bank are: 

(a) To provide a means whereby money is borrowed and lent; 

(b) To provide a means of payment through the cheque 

system. 

Everyone is familiar with the methods of borrowing by banks, 
Viz: 

(a) Current deposit ; 
(b) Fixed deposit. 

A bank borrows on conditions which make it obligatory to meet 
any claims from its depositors by providing legal tender money. 
Safety, therefore, requires that the bank’s assets shall not only 
be sufficient to meet all liabilities in the long run, but also suff- 
ciently liquid to meet demands for legal tender in the short run. 

The four principal reasons why people have current accounts 
are: 

(1) It is encumbent upon people to keep a certain portion of 

their resources liquid. 

(2) Safety. 

(3) The convenience of payment by cheque. 

(4) Possible advantage in being a customer of a bank. 

The principal reasons why people place money with banks on 
fixed deposits at a lower rate of interest than they could obtain 
by investing in other directions are: 

(1) Safety of the investment, and 
(2) Security regarding return of capital. 

_A bank has to see that its assets are such as to meet its imme- 
diate obligations in legal tender, and to meet fixed deposits when 
they mature. Assets are therefore kept sufficiently liquid to meet 
the maximum probable demands of depositors. 

The three most liquid assets of an Australian trading bank are: 
(1) Coins, notes, and deposits with the Commonwealth Bank. 
(2) Money at short call in London. 

(3) Treasury Bills. 

: 
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Other assets of a bank are: 


(1) British Government Securities. 

(2) Australian Government Securities. 

(3) Advances. 

(4) Bank Premises, etc. 
But a bank is expected to make profit, and in the interests of its 
shareholders it must endeavour to hold income-earning assets. 

The central problem for a bank, therefore, is to follow a policy 
of borrowing and lending which will pay due attention to the 
claims of safety (or liquidity) and profit. Hence arises the im- 
portance attached by banks to ratios, e.g., the cash ratio, the liquid 
assets ratio, and the advance-deposit ratio. 

By watching these ratios, a banker knows whether his position 
is safe. 

The ratio between the cash held by a bank and the deposits 
held is shown as a percentage. 

The ratio between the liquid assets and the deposits is usually 
shown as so much in the £. 

The chief source of a bank’s income is lending ; it receives interest 
on money that it lends and pays interest on the money that it 
borrows. 

Generally speaking, the bank’s objective is to lend as much as 
possible consistent with safety. 

The relation between bank lending and credit expansion may 
best be seen if the problem is simplified by the assumption that 
there is only one trading bank operating. 

Suppose this bank advances to Mr. X £10,000. The moment 
Mr. X proceeds to operate on the overdraft, the mechanism starts. 
He may draw a cheque for the full amount of £10,000; he is 
entitled to legal tender. If X then disburses the money, various 
people in due course will handle the money and possibly deposit 
it eventually in the bank. In such circumstances, the advances 
will have increased by £10,000, and there will have been a corre- 
sponding increase in deposits. 

There are certain circumstances in which an expansion of 
advances may not result in a corresponding increase in deposits, 
e.g.: 

(1) The public may be holding more money. 
(2) The advance may be used by X to pay off another 
advance. 

It is to be noted that the mechanism works in reverse, so that 
a contraction of advances in certain circumstances may lead to a 
corresponding decrease in deposits. 

This may be affected by the reasons given in the other instance. 

This mechanism cannot go on indefinitely—expansion or con- 
traction of credits—for it can be shown that either process affects 
bank ratios, liquidity, and profit. The limits to the process, on the 
one hand, are to be found in the necessity for a bank to meet its 
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obligations in legal tender money, and, on the other hand, in the 
desirability of profitable lending. 

Normally, the increase in advances and deposits adds nothing 
to the bank’s cash. 

Continuing the assumption of one trading bank and now intro- 
ducing a central bank, the latter issues legal tender money. The 
Commonwealth Bank manufactures notes, but not an unlimited 
supply ; there are limits to the powers of a central bank. Within 
those limits, the bank may increase or decrease the amount of 
currency. 

Action by a central bank can prolong or curtail the process 
through its power of expanding or contracting the cash reserves 
of the trading bank. 

Removing the assumption of one bank, it will be seen that the 
above analysis applies, with a little modification, to a number of 
competing banks. 

Each bank decides for itself what is safety and the proper 
course to steer; there is a lack of uniformity between banks re- 
garding ratios. If one bank makes an advance to X, and X draws 
a cheque for the full amount in favour of Y, the latter may deposit 
the cheque with another bank, in which case the former bank may 
lose cash to the latter. On the other hand, if banks move reasonably 
uniformly, the process of credit expansion and contraction operates 
similarly whether there are several banks or only one bank. 

Summing up the position, the answer to the question “Can a 
bank create credit?” is that a trading bank can expand loans and 
deposits within the limits set by considerations of liquidity and 
profit, and these limits may be expanded or contracted by central 
bank action. 

If “credit” means a loan of money, and if the term “creation 
of credit” is interpreted in the sense of expanding advances and 
deposits within set limits, then banks can create credit; but, if the 
term means that by simply juggling ledgers, something can be 
made out of nothing, then a bank cannot create credit. 
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Examination Questions in Bankruptcy 
By N. S. Youn, A.1.C.A. 


CoMMONWEALTH INSTITUTE 1937 EXAMINATIONS 


On broad lines compare the advantages and disadvantages of 

Parts XI and XII of the Bankruptcy Act 

Both Parts XI and XII are used extensively in the adminis- 
tration of the affairs of insolvent debtors, and each has its advan- 
tages and disadvantages. 

Both Parts have the same broad purpose, namely, the provision 
of a comprehensive, inexpensive sphere for the winding up or 
otherwise arranging the affairs of an insolvent debtor free from 
the stigma, the statutory formality and the official control which 
are found in bankruptcy proper. 

The advantages and disadvantages of the Parts, however, should 
be measured, not in relation to each other, but by the extent to 
which they achieve or fall short of the general purpose above 
indicated. 

The Parts are essentially different in structure, and this 
should be remembered by any person who seeks to compare them. 
The distinction between the two Parts will perhaps best be under- 
stood if a short summary is made of the essential principles of 
each Part separately. 


Part XI 

1. No proceedings under this Part can take place without a 
meeting of creditors first being called. (Section 157.) 

2. This Part is so constructed as to provide creditors with 
a complete field for dealing with the estate of the insolvent 
debtor. 

(a) The Deed of Assignment, which gives an automatic 

statutory release to the debtor (Section 165) if assented 
to within the statutory period of 30 days from the 
debtor’s execution by the requisite majority in number 
and value of creditors (Section 163). The Deed of 
Assignment attracts to it the majority of the bankruptcy 
principles which are required to give a complete and 
equitable administration on a final winding up or settle- 
ment of a debtor’s affairs. 
The Scheme of Arrangement, which has been described 
by Paine J. as “a setting in order of the affairs of a 
debtor without necessarily entailing a settlement or 
satisfaction.” 

In other words, the Scheme of Arrangement pro- 
vides an almost unrestricted sphere for the adjustment 
of a debtor’s affairs, and can be used for the purpose of 
carrying on or winding up a business or both, and may 
even take the form of a composition. A Scheme of 
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Arrangement is in essence a private arrangement as 
practically none of the sections of the Bankruptcy Act 
have application to proceedings of this character. 

(c) The Composition for straightforward cash settlements. 


3. The fact that the bankruptcy principles which enable a trustee 
to set aside undue preferences, settlements, executions, to 
disclaim onerous property under Section 104 and so on, are 
applicable to a Part XI Deed of Assignment, and not 

- applicable to a Part XI Scheme of Arrangement or compo- 

sition, is a distinct advantage, as creditors have the choice, 

in the one Part, of arranging the debtor’s affairs either with, 





iz or without, the application of bankruptcy principles to the 
am administration. Even where the bankruptcy principles are 
ich applied the formalities and control of bankruptcy are missing. 
Under Part XII it will be seen that this choice is not avail- 
id able as the bankruptcy principles referred to above do not 
to apply to any Deed of Arrangement under Part XII, and 
ve consequently, if creditors or the trustee desire to use these 
principles the debtor’s estate must be sequestrated. 
his 4. Two outstanding principles which distinguish the Parts may 
mM. possibly be cited in favour of Part XI. These are: 
er- (a) The statutory authority given under Part XI to the 
of majority of creditors to bind the minority. A special 
resolution is required for a Deed of Assignment, and an 
Extraordinary Resolution for a Scheme and compo- 
sition. The trustee acting under a Deed, Scheme or 
ba Composition knows that even if creditors are opposed 
to the proceedings, they can take no effective action, and 
ith harass him in his administration if the required majority 
ent in number and value assent to the Deed, Scheme or 
Composition as the case may be. Under Part XII this 
tic is not so, and it is open for a dissatisfied creditor to 
ted petition for bankruptcy, in which event the work done 
the by the trustee under the Deed would be of little avail. 
ber (b) The statutory release given by a Deed of Assignment 
ol under Part XI (Section 165). This statutory release 
tey applies only to a Deed, and not to a Composition or 
ind Scheme. A composition is usually accepted and ex- 
fle- pressed to be in full settlement, but under a Scheme 
creditors may withhold the release of a debtor if they 
ped so desire. Where a debtor has been stripped of all his 
fa assets under a Deed it is generally conceded, if he has 
or not been guilty of any misdemeanours, that he is justly 
entitled to a Clearance. A Part XII Deed may give 
T0- discharge, but it is not obligatory on the creditors to 
ent provide this in the Deed. 
of Mf Part XII 
May 1, Part XII deals with instruments, and proceedings under this 


ol Part are initiated not by the calling of a meeting, but by the 
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execution of a Deed of Arrangement as defined by Section 
190. 

2. Part XII offers equally as wide a range for the arrange. 
ment of a debtor’s affairs as Part XI, as the arrangements 
may take the form of an assignment, a composition, a Deed 
of Inspectorship for carrying on or winding up a business, 
a Letter of Licence authorising the debtor to do the same or 
any other agreement having as its purpose the management, 
carrying-on or disposal of a debtor’s business. Unfortunately 
in practice the effectiveness of Deeds of Inspectorship have 
been curtailed by reason of adverse pronouncements by the 
Court on the provisions of certain deeds of this class. (See 
decisions in re Alam’s Deed of Arrangement 4 A.B.C., p. 98, 
and in re Ridley 9 A.B.C., p. 242.) 

With more careful drafting, however, and greater atten- 
tion to the statutory provisions and requirements of Part XII, 
it should be possible to overcome the effect of these adverse 
judgments. It should be noted that the deeds considered by 
the Court were on the whole poorly drafted. 

3. The following bankruptcy principles do not apply to Part 
XII Deeds of Arrangement : 

(1) The right of set-off (Fosbery v. Burdekin). 

(2) The right of disclaimer under Section 104 (Jn re 
Fyander 5 A.B.C., p. 140). 

(3) The right to attack preferences under Section 95, settle- 
ments under Section 94 and executions under Section 92. 

If the Deed of Arrangement is in the nature of an assign- 
ment it may be a distinct disadvantage for the trustee not to 
be able to apply the above bankruptcy principles. This disad- 
vantage, however, could be overcome by suitable legislation. 

4. Reference has been made in the notes on Part XI to the 
possible disadvantage that Part XII does not give a debtor 
who has executed an assignment a clearance automatically, 
and to the fact that the assent of a majority in number and 
value of creditors to the Deed does not bind a dissenting 
minority. 


Conclusion 

The administrative problems of handling estates under Parts XI 
and XII are very similar, the same Court fees have to be paid, 
practically the same documents, and the trustee under both Parts 
is an officer of the Court, and responsible to the Court for his 
actions. 

Under both Parts the estate of the debtor can be readily taken 
under the control of the trustee on his appointment. It might, in 
later years, be found possible to harmonise the provisions of both 
Parts into one Part, which would be acceptable to commercial 
interests throughout Australia. 

Until this stage is reached, however, no great harm can come 
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from the continued presence in our bankruptcy legislation of both 
Parts as they are essentially different in structure, and the pro- 
cedure thereunder has become well established in those parts of 
Australia which favour the adoption of either Part XI or Part XII. 


What is the position where there have been mutual credits and 
mutual debts between a bankrupt and any person claiming to 
prove a debt in bankruptcy? 


Where there have been mutual credits and mutual debts between 
a bankrupt and any person claiming to prove a debt in bankruptcy, 
the transactions and circumstances under which they took place 
should be examined by the trustee. 

In the ordinary course of business it is common practice for 
merchants to buy from and sell to the same person, so that at the 
end of the month’s trading that person appears as both a creditor 
and debtor in the merchant’s books. This gives rise to what are 
described by accountants as “contra accounts,” i.e., accounts which, 
instead of being paid and collected in the usual manner, are first 
set off against one another, and the balance only paid and received 
as the.case may be. 

This custom in business has long existed, and is recognised by 
the provisions of Section 82 of the Bankruptcy Act, which gives 
statutory authority for a settlement to be made in the usual manner, 
ie., by setting off the debts against the credits, leaving the estate 
of the bankrupt either as a debtor for the balance, in which case 
the creditor proves for that amount, or a creditor, in which case 
the estate claims the balance from the customer. 

In certain circumstances, however, the right of set-off cannot 
be claimed. The proviso to Section 82 of the Bankruptcy Act 
makes it clear that if the person dealing with the bankrupt had 
notice of an available act of bankruptcy at the time he gave credit 
to the bankrupt or received credit from him, the benefits of the 
set-off provisions are not to be available. 

It is for this reason that the trustee must carefully investigate 
the transactions as he might find that the creditor did have notice 
of an available act of bankruptcy, and that he can, therefore, insist 
upon the creditor paying the amount he owes to the estate in full 
instead of the creditor being able to set it off against his own claim 
against the estate. In such circumstances the creditor would be 
entitled to prove for the full amount of his claim, but if the divi- 
dend in the estate is only a small one, he will be very much worse 
off financially, e.g., amount owing by creditor to estate £200, 
amount owing by estate to creditor £400. Alternative procedures: 

(a) If set-off available. In this case the creditor will prove for 
£200. 

(b) If set-off not available. In this case the creditor will have 
to pay the estate £200, and prove for £400, on which claim 
he might only receive a dividend of say 1/- in the £, which 
would be £20. 

In this case, therefore, he would be £180 worse off. 
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May a creditor purchase any asset from the bankrupt subsequent 
to the date of sequestration, and if so, may the purchase price 
be set off against the amount due to him by the bankrupt? 

A creditor may purchase the assets of a bankrupt, subsequent to 

the date of sequestration, subject to the following restrictions: 

(1) The sale must be a bona fide one—if not, it will be set aside 
by the Court (see example reported at 10 A.B.C., p. 26— 
In re Hawkesford). 

(2) If the creditor is a member of the Committee of Inspection 
he is not entitled to derive any profit or advantage from any 
transaction arising out of the bankruptcy. (Section 75 (1).) 

Subject to the foregoing a sale can take place, but the purchase 

price must be paid to the trustee, and cannot be set-off against any 

amount due to the creditor by the estate. 





Bank Reconciliation Statements 
By P. C. BRENNAN, F.F.1LA. 


[A lecture to the Commonwealth Accountants Students’ Society, 
N.S.W. Division] 


I have purposely chosen~for the subject of my lecture a 
phase of accountancy questions that was a source of trouble to 
me in my student days, and which has proved, from my long 
experience as an accountancy teacher, equally troublesome to the 
students of to-day. I refer to the preparation of Bank Recon- 
ciliation Statements. Questions on Bank Reconciliations are fre- 
quently encountered in Intermediate examinations. 

One of the essentials in solving these questions is to obtain a 
proper perspective of the procedure. Let me warn you against 
a very common error and one that leads to a great deal of mental 
confusion with disastrous results on the accuracy of the solution. 
Assume you are taking the Pass Book balance as a starting point 
and working to arrive at the Cash Book balance. Do not try to 
ascertain which is the correct balance, but reason to see how, from 
the list of adjustments, the Cash Book balance is affected. Very 
often neither book, as it is stated in the question, is correct, but 
do not worry about this until you have reconciled the two books. 
It is then a simple matter to make the further entries in the Cash 
Book and thus obtain the actual correct balance. Then re-write 
the Reconciliation Statement and omit the additional entries that 
you made in the Cash Book and the procedure is complete. 

The simplest form of Reconciliation Statements involves un- 
presented cheques only, and the question is based on a Pass Book 
with a credit balance. A credit balance in the Pass Book means 
that, according to the bank books, there is a balance at the bank 
to the credit of the customer. The procedure to arrive at the Cash 
Book balance is to deduct the unpresented cheques. 
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Example 


A Pass Book shows a credit balance of £150, but on checking 
with the Cash Book it is found that cheques for £10, £15 and £20 
had been issued on the last day of the month and had not been 
presented at the bank at the date of the Reconciliation Statement. 
Here is how the Reconciliation Statement would appear: 


Credit Balance as per Pass Book .. .. .. .. £150 
Less unpresented cheques as follows— 
ts Gs aa ae ow a6. oe soo “Se 
a” Gd Se as ka on 5060 45045 
a SOS. 46 26 we 54 a0’ os an as. OD 
— 45 
Balance as per Cash Book .. .. .. .. £105 





Now, ask yourself why these unpresented cheques should be 
deducted. Remember you are reasoning to arrive at the Cash 
Book balance. Now unpresented cheques are those that have been 
issued by the customer, entered on the credit side of the Cash 
Book, but had not been presented at the bank at the date to which 
the Reconciliation Statement is being prepared. As you know, 
all payments made by the customer reduce his bank balance, and 
his balance according to his Cash Book must, therefore, be less 
by the amount of the unpresented cheques. There is, therefore, 
no doubt that the balance according to the Cash Book is correctly 
stated at £105. 

Now let us consider this simple problem from another angle, 
by taking the Cash Book balance as a starting point and working 
to the Pass Book balance: 


Debit Balance as per Cash Book .. .. .. .. £105 
Add unpresented cheques as follows— 
GE ED as be wo.te ae 30 6c 40 ce DD 
See ee ee 
— 45 
Credit Balance as per Pass Book .. .. .. £150 





You will see instantly that this time we have added the unpre- 
sented cheques to the Cash Book balance, and we must now reason 
to see why this was done. We had a balance according to the 
Cash Book of £105, and unpresented cheques of £45. As cheques 
to the amount of £45 had not been debited against the customer 
by the bank (the cheques not yet having been presented) it follows 
that according to the books of the bank, the balance in favour of 
the customer must be greater by £45 than the balance according 
to the Cash Book. 

Both of the above illustrations and explanations are of a very 
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elementary nature, but they form a useful basis for showing the 
candidate the reasons why unpresented cheques were so treated, | 
feel sure that up to this stage, not one of you has found the 
slightest difficulty in following me, and everyone of you could do 
a similar question without the aid of pen, pencil or paper. 
We will now take the same figures again, but this time we are 
assuming that the balance as per Pass Book is a debit balance, that 
is, that according to the bank’s books the customer has overdrawn 
his account and has, therefore, acquired an overdraft. 
When working from a Pass Book with a debit balance to arrive 
at the Cash Book balance, reverse the procedure adopted when 
working from a Pass Book with a credit balance. 
Debit Balance (overdraft) as per Pass Book £150 
Add unpresented cheques—485 .. .. .. £10 
a ae se é Jae 
Pe 66, se. .0% 

— 45 

Overdraft as per Cash Book .. .. .. .. £195 

Now why did we reverse the procedure, and what line of reason- 
ing did we pursue? According to the Pass Book, the overdraft 
was £150, but there were cheques for £45 issued by the trader 
which had mot been debited against him by the bank. Therefore, 
according to the Cash Book the overdraft would be greater by this 
£45 and the outstanding cheques have, therefore, been added to 
the overdraft as per Pass Book to arrive at the overdraft as per 
Cash Book. 

Taking the same figures once again, let us take the balance as 
per Cash Book and work to the balance as i Pass Book: 

Overdraft as per Cash Book .. .. .. .. .. £195 

Less Unpresented Cheques—485 js + ee ae 
486 . 15 


Me cscs ce oe 
aia 45 


Overdraft as per Pass Book .. .. .. .. £150 

In this case we deducted the unpresented cheques to arrive at 
the overdraft as per Pass Book. What was the reasoning we 
employed? Now the credit balance (overdraft) as per Cash Book 
was £195, but as cheques for £45 (which helped to make the 
overdraft £195 in the Cash Book) had not been debited by the 
bank, the customer’s account was £45 better off according to the 
Pass Book. In other words the overdraft would be less according 
to the Pass Book balance. Therefore, we correctly deducted the 
outstanding cheques. 

From the four illustrations just given it is apparent that when 
working from a Pass Book with a credit balance the same pro- 
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cedure is adopted as when working from a Cash Book with a 
credit balance, and that when working from a Pass Book with a 
debit balance the same procedure is adopted as when working 
from a Cash Book with a debit balance. Up to this stage we have 
considered unpresented cheques only as the cause of the disagree- 
ment between the Pass Book and the Cash Book. There are, 
however, many other factors which prevent the agreement of the 
books, the principal ones being: 
1. Deposits shown in Cash Book, not credited in Pass Book. 
2. Any other items entered on debit side of Cash Book, not 
shown in Pass Book. One such item could be a bill dis- 
counted on last day of period and not entered (credited) 
in Pass Book. 

. Bank charges and interest shown (debited) in Pass Book, 
not entered (credited) in Cash Book. 

. Dishonoured bills and cheques shown (debited) in Pass 
Book, not credited in Cash Book. 

. Bills paid by bank debited in Pass Book, not credited in 
Cash Book. 

. Any other item entered in Pass Book and not credited in 
Cash Book. 

. Unpresented cheques (dealt with earlier). 

. Bills paid direct into bank, not entered on debit side of 
Cash Book. 

. Cheques or deposits paid direct into bank, and not entered 
on debit side of Cash Book. 

. Premium on bills purchased by bank, not entered on debit 
side of Cash Book. 

. Interest credited by bank not entered on debit side of Cash 
Book. 

We shall now see how the omission of any of these items from 
either the Pass Book or the Cash Book will affect the Recon- 
ciliation Statement. 

If working from a Pass Book with a credit balance to arrive at 
the Cash Book balance, or if working from a Cash Book which 
shows a credit balance (overdraft) to arrive at the Pass Book 
balance, items 1 to 6 inclusive would be added, and items 7 to 11 
inclusive would be deducted. We shall now reason why this pro- 
cedure is adopted, and we shall deal with each item individually. 

1. Deposit in Cash Book not credited in Pass Book. It is 
apparent that if our bank Pass Book showed a credit 
balance of £150, but the bank had not given credit for, say, 
£50 deposit on last day of period, the balance as per Cash 
Book would be £50 greater. The same reasoning applies 
to item No. 2. 

. Bank charges and interest shown in Pass Book not entered 
in Cash Book. Bank charges and interest would be debited 
in the Pass Book, and as no corresponding credit had been 
made in the Cash Book, the Cash Book balance would be 
greater by the amount of these bank charges and interest. 
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4. Exactly the same remarks apply as in 3. 

5. Same as in 3 and 4. 

6. Same as in 3, 4 and 5. 

The above summarised is to add to the bank Pass Book credit 
balance, if the Pass Book is used as a starting basis, or to add to 
the Cash Book credit balance, if the Cash Book is used as a start- 
ing basis, those debits in Cash Book not appearing in the Pass 
Book and those items appearing in the Pass Book but omitted 
from credit side of Cash Book. 

Still working from the Pass Book with a credit balance to arrive 
at the Cash Book balance, or from the Cash Book with a credit 
balance to arrive at the Pass Book balance, we shall now see why 
items Nos. 7 to 11 inclusive are deducted. 

7. Unpresented cheques have been dealt with previously. 

8. Bills paid direct into bank not entered on debit side of 
Cash Book. As the Cash Book has not been debited in 
this case, naturally the Cash Book balance will be less 
than the Pass Book balance, and the amounts must, there- 
fore, be deducted. 

9. The same remarks apply as in 8 above. 

10. Premium on bills purchased by bank not entered on debit 
side of Cash Book. Sometimes a trader sells a bill to a 
bank at a premium but omits to debit the bank with the 
amount of the premium. This would have exactly the same 
effect as 8 and 9. 

11. Interest credited by bank and not entered on debit side of 
Cash Book. This has the same effect as 8, 9 and 10 above. 

The above procedure summarised is to deduct from Pass Book 
credit balance (if working from the Pass Book) or from the Cash 
Book with a credit balance (if working from the Cash Book) 
those items entered on credit side of Cash Book, but not entered 
in Pass Book, and those items entered in Pass Book, but omitted 
from debit side of Cash Book. 


Summary 


When working from Pass Book showing a credit balance, to 
arrive at Cash Book balance, or when working from Cash Book 
showing an overdraft (credit balance), to arrive at Pass Book 
balance, 

Add 


1. All items entered on debit side of Cash Book not shown 
in Pass Book. 

2. All items entered as debits in Pass Book not shown on 
credit side of Cash Book. 


Deduct 


1. Unpresented cheques. 
2. Any items credited in Pass Book and not debited in Cash 
Book. 
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When working from Pass Book showing an overdraft (debit 
balance), to arrive at Cash Book balance, or when working from 
Cash Book showing a debit balance, to arrive at Pass Book balance, 


Add 


1. Unpresented cheques. 
2. Credits shown in Pass Book not debited in Cash Book. 


Deduct 


Debits in Cash Book, not credited in Pass Book. 
Debits shown in Pass Book, not credited in Cash Book. 


Illustration No. 1 

This question was set at a recent examination of the Common- 
wealth Institute of Accountants. 

On the Ist September your Cash Book showed a debit balance 
of £250. From Ist to 29th of that month you received and banked 
£8,495, but your takings for the 30th, amounting to £255 (which 
you duly entered in your Cash Book under that date), could not 
be banked until 1st October. 

During September, cheques for £10,000 were drawn, but at the 
close of business on 30th September a number of these cheques, 
totalling £1,505, had not been presented at your bank. 

When checking your Pass Sheets made up to and inclusive of 
30th September, you find that they disclose a credit balance in 
your favour of £200, and the following entries which are not in 
your Cash Book appear therein: 


aol 


e #4 
Exchange and Bank a eee Se 
Interest .. .. - ere LTT ee + 2 
Dishonoured Cheque .. rer ee Ss ee ee le 
Discounted Bill dishonoured . ie 20 Se ae 


Country cheque paid in by agent not credited . 30 0 0 

Make a reconciliation of the bank Pass Sheets with the Cash 

Book, after allowing for the additional entries to be made therein 
from the Pass Sheets. 

Note: In order to give students an illustration of what I stated 
at the beginning of this lecture, the Reconciliation Statement will 
be done first without making the additional entries in the Cash 
Book, and then a second time, after the Cash Book has been fully 


entered up: 
Credit Balance as per Pass Sheets .. £200 0 O 
Add Deposit not credited .. .. .. £255 0 O 
» Exchange and Bank — a 215 O 
— ear , - 25: 0 
» Dishonoured Cheque nas + | a 
» Discounted Bill dishonoured .. 51 7 6 
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Less Unpresented Cheques .. .. .. 1,505 0 O 

»  Agent’s cheque not credited .. 30 0 0 
———— 1,535 0 0 

Overdraft (credit balance) as 

ee rere £1,000 0 0 


———— 


Cash Book (before adjustment) 








Sept. 1 £ Sept. 30 £ 
To Balemce .. .. .«. 250 By Payments .. .. .. 10,00 
Sept. 30 
To Receipts .. .. .. 8,750 
» Balance .. .. .. 1,000 
£10,000 £10,000 
Oct. 1 
By Balance .. .. .. £1,000 


It will now be seen that the Pass Sheets and Cash Book agree. 
Cash Book (after adjustment) 








Sept. 1 £ Sept. 30 £ 
To Balance ..... .. 250 By Payments .. 10,000 0 0 
Sept. 30 » Exchange .. 215 0 
To Receipts .. .. .. 8,750 , Interest .. 250 
» Agent’s Cheque .. 30 ,, Dishonoured 
» Balance... .. .. 1050 Cheque .. 23 12 6 
,, Discounted 
Bill Dis- 
honoured . 51 7 6 
£10,080 £10,080 0 0 
Oct. 1 
By Balance .. £1,050 0 0 
Reconciliation 
Balance as per Pass Sheets .. .. .. .. .. .. £200 
Add Deposit not credited .. .. .. .. .. .... 255 
455 
Less Unpresented Cheques .. .. .. .. .. .. 1,505 





Overdraft (credit balance) as per Cash Book .. £1,050 





Illustration No. 2 


In making up a client’s books, the bank Pass Book shows a 
balance, which is certified to by the bank, of £1,086/9/2 to the 
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credit, and you find that the following transactions appear in the 
bank Pass Book but not in the Cash Book: 
(a) Cheque dishonoured, £50. 
(b) Half-yearly bank charge, 5/-. 
(c) Proceeds of Jones’ bill discounted, £45/2/3. 
The cheques outstanding at date of balance amounted to £125. 
Show the balance, as per Cash Book. 


Bank Reconciliation Statement 


Credit Balance as per Pass Book .. .. £1,086 9 2 
Less cheques outstanding .. .. .. .. 125 0 O 
£961 9 2 
Add debit entries in Pass Book not yet 
made in Cash Book— 
Cheque dishonoured .. .. .. .. £50 0 O 
IED 65S ae Se Seu. wa’ our ae 5 0 
50 5 0 
£1,011 14 2 
Less Proceeds Bill discounted not yet 
entered in Cash Book .. .. .. .. .. 45 2 3 
Balance as per Cash Book .. .. £966 11 11 


Illustration No. 3 


The balance on a Cash Book showed an overdraft of £1,004/16/8. 
On checking the Cash Book with the Pass Book the undermen- 
tioned differences were discovered: 

Charges for issuing a letter of credit, not in Cash 

Book .. .. ja “es £12 18 
Premium on draft bought by bank, not in Cash Book 10 0 
Exchange on drafts drawn by travelling partner not 

in Cash Book .. .. ae i 

Bills Receivable paid direct to bank, not in Cash Book 127 0 

Exchange on above, paid by bank, not in Cash Book 0 10 

Unpresented cheques not in Pass Book .. .. .. .. 428 19 


Draw up a Reconciliation Statement showing the balance as 
per the bank Pass Book. 


wooo co 


Credit Balance as per Cash Book . £1,004 16 8 
Add—Charge for issuing Letter of 
eo a om £12 18 O 


» Exchange on Partners’ Drafts 5 0 0 
» Exchange on Bills — to 
Bank .. .. xs Cs 


18 8 0 
£1,023 4 8 
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Deduct—Premium on Draft .. .. 10 0 O 
Bills paid to Bank .. .. 127 0 O 
Unpresented Cheques . .. 428 19 3 

565 19 3 


Debit Balance ere ® as Lie 
Pass Book .. .. ‘ £457 5 § 


In conclusion, let me warn you to be careful in stating whether” 
the final balance is a credit or a debit balance. If it is a credit 
balance as per Cash Book, then plainly state that it is a credit 
balance, and do not state it just as “balance as per Cash Book” 
If it is a debit balance as per Pass Book, state that the balance is 7 
a debit balance (or overdraft), and do not leave it for the examiner 
to decide. 

I sincerely trust that I have made myself so clear that everyone 
has derived some benefit, however small, from listening to me, 
and I feel confident that, if you master the summary I haye™ 
previously referred to, you will feel that these Reconciliation 
Statements are not so complicated as they first appear. 
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